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The  Western  Analysis  draft  report  presented  at  the  Committee's 
fifth  meeting  implied  that  in  all  but  one  jurisdiction  studied,  the 
town  of  Boulder,  the  economic  benefit  derived  from  the  presence  of 
state  property  outweighed  the  costs  of  providing  services  to  the 
property.   The  report's  basic  approach  was  to  estimate  the  direct 
and  indirect  impact  that  state  employment  has  on  residential  and 
commercial  property  tax  generation.   That  percentage  of  total 
property  tax  generation  was  then  compared  to  the  estimated  taxable 
value  of  state  property,  or  proxy  for  the  cost  of  providing  services, 
to  arrive  at  a  benefit/cost  ratio. 

City  officials  disputed  the  methodology  used  in  the  Western  Analysis 
report  to  arrive  at  a  benefit/cost  ratio  that  favored  the  status 
quo.   They  contended  that  the  taxes  generated  by  state  employment 
go  directly  to  cover  city  services  to  the  residences  of  those 
employees  and  contributing  commercial  property,  leaving  no  excess 
to  finance  services  to  their  tax-exempt  place  of  employment. 

For  the  final  report  to  the  Committee,  Western  Analysis  added  a 
number  of  qualifications  to  their  benefit/cost  implications, 
including  the  following  major  items:   the  cost  side  of  the  ratio 
should  be  interpreted  with  caution  since  the  proxy  used  cannot 
ultimately  be  substituted  for  actual  cost  data;  the  real  world 
approach  to  assessing  property,  levying  taxes,  and  providing  services 
limits  the  validity  of  the  report  assumptions  that  taxable  values 
are  related  to  costs  of  services;  the  issue  of  costs  and  benefits 
of  state-owned  property  and  corrective  measures  to  mitigate  alleged 
imbalances  must  ultimately  be  resolved  on  the  basis  of  political 
and  philosophical  attitudes  toward  taxing  and  wealth  redistribution 
in  general.   All  tax-free  property  would  then  need  to  be  included 
in  the  debate. 

Several  city  officials  offered  final  testimony  for  the  Committee's 
consideration.   The  City  of  Helena  favored  a  "fair  share"  approach 
to  payment  for  services  rendered  to  state-owned  property  based  on 
the  local  government's  tax  effort  for  the  service  as  it  relates  to 
the  value  of  the  property  receiving  the  service.   This  concept  is 
essentially  the  same  one  used  by  Western  Analysis  to  derive  "proxy" 
costs  of  services  to  state  property. 

As  was  stressed  throughout  testimony  before  the  Committee,  city 
officials  also  asked  for  authorization  of  alternative  revenue 
sources  for  local  governments  in  order  to  reduce  the  burden  carried 
by  local  property  tax.   A  Committee  member  had  requested  that  a  bill 
allowing  local  income  or  sales  taxation  be  drafted  for  Committee 
discussion.   The  draft  proposal  was  reviewed  at  the  final  meeting 
but  was  not  selected  for  inclusion  in  the  final  report. 

After  consideration  of  the  Western  Analysis  report  and  all  other 
pertinent  testimony  on  the  effects  of  state-owned  property  on  local 
governments,  the  Committee  felt  there  was  no  strong  indication  that 
the  state  should  develop  a  comprehensive  plan  to  compensate  local 


governments  having  state  property  within  their  jurisdictions.  The 
Committee  agreed  that  individual  state  departments  should  be  open 
to  voluntary  arrangements  with  local  governments  where  needs  actually 
arise  and  should  include  such  service  costs  in  future  budgets  for 
legislative  approval. 
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FINAL  COMMITTEE  OBSERVATIONS  AND  RECOMMENDATIONS 

1.  The  conclusions  of  the  Western  Analysis  report  seem  to  support 
early  suspicions  that  Montana  communities  benefit  from  the  steady 
economic  activity  generated  by  the  presence  of  state  facilities. 

2.  The  Committee,  through  testimony  and  survey  of  selected  juris- 
dictions, recognizes  and  appreciates  that  local  governments, 
especially  cities,  do  provide  certain  needed  services  to  state- 
owned  properties.   However,  a  statewide  compensation  plan  for 
these  services  does  not  seem  to  be  warranted  at  this  time. 

3.  State  agencies  and  departments  should  be  open  to  voluntary  arrange- 
ments with  local  governments  when  and  where  needs  actually  arise. 

A  suggestion  was  made  that  each  state  department  could  report 
service-need  areas  to  the  following  Legislature  and  include  the 
cost  of  service  arrangements  in  future  budgets. 

4.  Legislators  should  become  involved  in  asking  their  local  govern- 
ments to  supply  real  costs  and  encourage  voluntary  arrangements. 
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SENATE  JOINT  RESOLUTION  NO.  38 


A  JOINT  RESOLUTION  OF  THE  SENATE  AND  THE  HOUSE  OF  REPRESENTATIVES 
OF  THE  STATE  OF  MONTANA  REQUESTING  ASSIGNMENT  OF  A  STUDY  OF 
PROBLEMS  OF  STATE  COMPENSATION  TO  LOCAL  GOVERNMENTS  FOR  STATE- 
OWNED  PROPERTY  AND  TO  BEGIN  TO  IDENTIFY  STATE  MANDATES  TO  LOCAL 
GOVERNMENT. 

WHEREAS,  the  problems  associated  with  the  provision  of  various 
services  by  local  government  that  benefit  state-owned  property 
has  concerned  local  government  officials  over  the  years;  and 

WHEREAS,  similarly  the  Legislature  and  local  governments  have 
grappled  with  the  problem  of  state  services  mandates  to  local 
governments;  and 

WHEREAS,  the  National  Conference  of  State  Legislatures  is 
sponsoring  a  State/Local  Finance  Project  designed  to  assist  state 
legislatures  to  deal  with  such  questions;  and 

WHEREAS,  should  a  study  committee  be  assigned  to  deal  with  these 
questions,  both  financial  and  technical  assistance  could  be  avail- 
able through  the  National  Conference  of  State  Legislatures;  and 

WHEREAS,  model  legislation  is  available  from  which  to  begin  con- 
sidering a  legislative  approach  to  these  problems  should  that  be 
found  desirable. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  AND  THE  HOUSE  OF 
REPRESENTATIVES  OF  THE  STATE  OF  MONTANA: 

(1)  That  an  interim  committee  be  assigned  to  study  the  problems 
related  to  state  compensation  for  state-owned  property  and  state 
mandates  to  local  government. 

(2)  That  the  committee  shall  undertake  the  following  major  tasks: 

(a)  determine  a  specific  outline  and  time  frame  for  the  project; 

(b)  select  a  representative  area  to  sample  for  a  state-owned 
property  inventory; 

(c)  develop  a  method  for  identifying  and  cataloging  state  mandates; 

(d)  identify  specific  areas  where  technical  assistance  from  the 
NCSL  project  and  in-house  staff  can  work  together; 

(e)  conduct  three  meetings  to  outline  the  project,  consider  pre- 
liminary results,  and  formulate  final  recommendations. 

(3)  That  the  committee  participate  in  the  NCSL  State/Local  Finance 
Project . 

Approved  April  20,  1979. 
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BACKGROUND 

The  issue  of  state  compensation  to  local  governments  for  state- 
owned  property  has  been  an  area  of  increasing  interest  in  Montana. 
In  1977,  the  Legislature  required  the  Department  of  Administration 
to  "obtain  information  necessary  to  prepare  a  budget  for  the  next 
session  of  the  Legislature  for  fire  protection  services  for  state- 
owned  buildings  that  present  particular  firefighting  problems  as 
determined  by  the  state  fire  marshal.   In  preparing  the  budget, 
the  state  may  consider  providing  protection  directly  or  contracting 
for  protection  with  a  local  fire  service  and  making  payments  to 
local  governments  for  fire  services  provided  to  state  agencies,  all 
of  which  are  subject  to  appropriation  by  the  Legislature."   (Section 
2-17-112,  MCA) 

No  appropriation  was  made  for  this  purpose  during  the  1979  Legis- 
lature.  SB  210,  an  act  "authorizing  local  governments  to  charge 
the  state  for  services  supplied  for  the  benefit  of  the  state",  was 
killed  in  the  Senate  State  Administration  Committee.   Many  local 
government  representatives  testified  on  behalf  of  the  reimbursement 
program  outlined  in  SB  210. 

Toward  the  end  of  the  1979  session,  the  Chairman  of  the  Senate  Com- 
mittee on  Local  Government,  Senator  George  McCallum,  received  a  notice 
of  the  availability  of  grant  assistance  for  state  legislative  studies 
of  a  variety  of  state/local  finance  issues.   Senator  McCallum  determined 
that  one  of  the  issues  listed,  that  of  state  reimbursement  to  local 
governments  for  the  costs  of  state-owned  property,  was  worth  pursuing 
for  study.   He  introduced  Senate  Joint  Resolution  No.  38  requesting 
a  study  of  this  issue  and  an  application  under  the  grant  program  to 
support  the  study.   The  resolution  was  adopted  by  the  Legislature  and 
was  subsequently  assigned  for  study  by  the  Montana  Legislative  Council. 
A  poll  of  the  Legislature  taken  after  the  session  indicated  that  this 
issue  ranked  high  among  the  issues  authorized  for  study  during  the 
interim. 

When  Montana's  proposal  was  not  among  those  selected  for  NCSL  assist- 
ance during  the  first  round  of  grants,  the  Montana  Legislative  Council 
voted  to  assign  the  study  envisioned  by  SJR  38  to  an  interim  study 
committee  under  procedures  for  interim  studies.   The  Committee,  chaired 
by  Senator  Robert  D.  Watt,  held  three  meetings  and  began  addressing 
the  problems  of  state  mandates  and  the  effects  of  state-owned  property 
on  local  governments.   On  January  19,  1980,  the  Committee  on  State 
Mandates  and  the  Effects  of  State-Owned  Property  on  Local  Governments 
voted  to  approve  a  contract  with  NCSL  based  upon  another  grant  appli- 
cation for  funding  and  technical  assistance  for  a  study  related  to 
state  compensation  to  local  governments  for  state-owned  property. 
This  grant  was  initially  approved  by  the  Committee  and  submitted  to 
NCSL  in  October  1979. 
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THE  EFFECTS  OF  STATE-OWNED  PROPERTY  ON  LOCAL  GOVERNMENTS 
AN  INTRODUCTION  AND  OVERVIEW  OF  COMPENSATION  PROGRAMS 

IN  OTHER  STATES 


The  following  report  summarizes  what  other  states  have  done  to 
address  the  effects  of  state-owned  property  on  local  governments. 
Much  of  the  information  was  drawn  from  an  Advisory  Commission  on 
Intergovernmental  Relations  report,  The  Adequacy  of  Federal  Com- 
pensation for  Federa  1  Tax-Exempt  Land ,  (July,  1978)  and  from  a 
state  legislative  report  from  the  National  Conference  of  State 
Legislatures  entitled,  "Tax-Exempt  Property. " 

Defining  the  Problem 

Tax-exempt  property  has  been  identified  by  local  government 
officials  in  many  states  as  a  problem  requiring  attention  by  the 
state  legislature.   The  property  tax  system  of  all  states  exempts 
various  properties  used  by  governmental,  religious,  educational, 
and  charitable  institutions.   It  is  argued  that  these  exemptions 
pose  special  difficulties  for  local  governments  with  heavy  con- 
centrations of  governmental  buildings  and  other  tax-exempt 
property.   Many  states  have  begun  to  address  one  aspect  of  the 
tax-exempt  property  problem  —  the  effects  that  governmental 
exemptions  have  on  state  and  local  property  tax  policy.   Montana 
is  no  exception  to  this  trend.   The  problems  associated  with  the 
provision  of  various  services  that  benefit  state-owned  property 
have  concerned  local  government  officials  in  Montana  over  the 
years.   However,  no  systematic  study  of  the  problem  has  been 
attempted  until  now. 

The  state  of  Montana  holds  substantial  amounts  of  property  exempt 
from  local  property  taxation  while  requiring  local  governments  to 
provide  public  services  of  one  type  or  another  to  these  state- 
owned  properties.   On  the  other  side  of  the  issue,  some  question 
the  presumption  that  state-owned  land  necessarily  creates  a 
problem  for  local  governments.   It  is  argued  that  there  may  be 
off-setting  benefits,  such  as  increased  economic  activity,  which 
more  than  compensates  for  lost  taxes. 

Periodic  Assessment  and  Disclosure 

Some  states  have  attempted  to  minimize  the  adverse  effects  that 
tax-exempt  property  may  have  on  state  and  local  governments. 

One  approach  has  been  periodic  assessment  and  disclosure,  which 
provides  information  on  the  value  of  all  tax-exempt  property. 
The  rationale  behind  a  policy  of  periodic  assessment  and  review 
of  exempt  property  is  that  this  information  publicizes  the  value 


-9- 


of  the  exempted  property  and  may  allow  for  removal  of  tax-exempt 
status.   Georgia,  Indiana,  Maryland,  New  Jersey,  and  Oregon 
annually  assess  exempt  property,  including  governmental,  religious, 
charitable,  and  educational  property.   In  17  other  states,  assess- 
ments are  made  and  published  on  a  regular,  though  not  yearly,  basis. 
Some  states  go  beyond  these  assessment  procedures  to  require  that 
exemptions  are  reviewed  and  evaluated.   In  1974,  21  states  and  the 
District  of  Columbia  required  periodic  reapplication  for  exempt 
status . 

State  Compensation  for  State-Owned  Property 

The  principal  approach  taken  by  states  to  alleviate  the  negative 
effects  of  tax-exempt  property  is  to  compensate  local  governments 
for  state-owned  property.   In  1976,  the  Advisory  Commission  on 
Intergovernmental  Relations  (ACIR)  surveyed  the  50  states  to 
determine  their  practices  with  respect  to  compensating  local 
governments  for  the  loss  in  tax  revenues  arising  from  state-owned 
property.   Thirty-six  states  either  make  payments  to  local  gov- 
ernments for  state-owned  property  or  allow  local  taxation  of  state 
property.   Financial  payments  are  made  to  local  governments  based 
on  one  or  more  categories  of  state-owned  land  in  33  states.   Six- 
teen states  allow  local  taxation  of  some  type  of  state-owned  land. 
Thirteen  of  these  also  provide  one  or  more  types  of  compensation 
payments.   Fourteen  states  neither  provide  compensation  nor  permit 
local  taxation. 

When  states  adopt  payment  programs  or  allow  local  taxation,  they 
seldom  provide  full  coverage  of  all  state  property.   In  most  cases, 
only  a  select  category  of  property,  such  as  forest  land  or  parks, 
is  entitled  to  a  payment  or  is  allowed  to  be  taxed. 

Payment  Programs 
Most  state  payment  programs  can  be  classified  under  three  categories. 

1.  Tax  Equivalency.   Twenty-one  states  have  programs  using  assessed 
value  and  tax-rate  factors  to  determine  the  amount  of  payment.   The 
broadest  aid  program  of  this  type  would  set  the  payment  equal  to  the 
taxes  that  would  be  received  from  the  property  if  it  were  in  private 
ownership.   Few,  if  any,  state  programs  completely  match  this  descrip- 
tion; that  is,  they  do  not  attempt  to  pay  full  tax  equivalency. 

2.  Shared  Revenue .   Eighteen  states  have  programs  which  return  a 
portion  of  the  receipts  the  state  earns  from  its  property. 

3.  Flat  Per  Acre  Payment.   Seven  states  have  programs  which  pay  a 
fixed  amount  per  acre  of  state-owned  land. 

Additionally,  there  are  programs  using  other  methods  of  compensation 
or  a  combination  of  the  above  methods. 
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When  local  governments  are  paid,  a  variety  of  factors  are  used  to 
identify  and  delineate  those  properties  entitling  them  to  payments. 
Distinguishing  factors  include  the  use  of  the  property,  the  agency 
responsible  for  it,  relative  extent  of  the  property  in  a  locality, 
and  services  provided  to  the  property.   For  example,  state  properties 
on  which  payments  are  sometimes  made  include  state  parks  and  forests, 
wilderness  areas,  highway  interchange  areas  and  future  rights  of  way, 
recreation  sites,  office  buildings,  and  educational  institutions. 

Local  Taxation 

The  same  kind  of  distinguishing  features  used  in  payment  programs 
are  employed  to  determine  which  state  property  may  be  taxed.   Six- 
teen states  permit  some  local  taxation  of  state  property.   Five 
states  subject  state  forests  (as  a  separate  category)  to  local 
taxation,  four  of  the  five  also  single  out  state  parks. 

In  general,  all  county,  school  district,  and  municipal  governments 
may  tax  when  local  taxation  is  allowed.   In  Arkansas  and  Minnesota, 
however,  only  the  county  may  tax;  Nevada  excludes  special  districts 
from  taxing  authority;  New  Hampshire,  Vermont,  and  Virginia  allow 
school  districts  to  tax  two  of  the  three  types  of  taxable  state 
property. 

When  states  allow  localities  to  tax  state  property  they  usually 
have  permitted  the  local  authorities  to  assess  the  property.   Only 
Michigan  and  New  York  place  assessing  responsibility  for  state 
property  at  the  state  level. 

In  subjecting  state  property  to  local  assessment,  the  state  usually 
requires  that  its  property  be  assessed  at  the  same  level  as  com- 
parable private  property.   Arkansas,  Vermont,  and  Virginia,  however, 
put  some  restrictions  on  the  assessment  level  that  may  be  used. 

Cost-of-Services  Programs 

A  cost-of-services  approach  compensates  local  governments  for  the 
services  which  they  must  provide  to  state-owned  property.   In  1973, 
Wisconsin  adopted  a  Payments  for  Municipal  Services  (PMS)  program 
which  applies  to  "all  property  owned  and  operated  by  the  state  for 
the  purpose  of  carrying  out  usual  state  functions"  (Wisconsin 
statutes,  70.119).   Under  this  plan  the  state  reimburses  the  locality 
for  police  and  fire  protection,  solid  waste  handling,  and  other  direct 
services  for  which  no  user  fees  are  levied.   The  compensation  formula 
reflects  state  and  federal  aid,  and  the  ratio  of  the  value  of  state- 
owned  buildings  and  improvements  to  the  value  of  all  improved  pro- 
perty in  a  locality.   Virginia  allows  local  governments  to  impose 
a  service  charge  on  all  real  estate,  except  church-owned  property. 
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State  Capital 

State  capitals,  with  their  concentrations  of  state  property  and 
state  employees,  place  particularly  heavy  burdens  on  the  capital 
local  property  tax  system.   Nine  states  provide  special  compensation 
for  the  capital  city.   Six  states  reimburse  these  cities  through  a 
general  compensation  program.   Kentucky,  Maryland,  New  Jersey, 
Pennsylvania,  Texas  and  Vermont  authorize  special  payments  to  the 
capital  cities  based  on  service  costs,  while  Wisconsin 
and  Virginia  have  general  service  cost  compensation  programs  for 
all  municipalities.   Maine  reimburses  all  municipalities  at  1972 
tax  rates  for  space  acquired  for  state  offices,  and  Nevada  reim- 
burses municipalities  based  on  loss  of  tax  revenue.   California 
shares  25  percent  of  receipts  from  state-owned  privately-occupied 
land  with  Sacramento.   Both  Nebraska  and  New  York  enter  into 
lease-purchase  programs  with  local  governments.   New  York  conducts 
three  different  compensation  programs  which  benefit  Albany,  in- 
cluding the  lease-purchase  program.   Albany  also  receives  "municipal 
overburden  aid"  based  on  a  percentage  of  tax-exempt  land  and  is 
allowed  to  charge  for  certain  services. 

Conclusion 

Current  state  policies  on  tax-exempt  and  state-owned  property  have 
been  shaped  by  a  number  of  considerations.   The  economic  spillovers 
generaged  by  public  property  may  mitigate  the  need  for  payments  in 
lieu  of  taxes  and  other  state  compensation  schemes.   State  facilities 
often  bolster  the  local  economy  through  increased  retail  trade  and 
improved  employment  opportunities.   However,  this  revenue  may  be 
off-set  by  increased  demands  for  local  services  and  by  higher  costs 
to  local  governments. 
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The  Study  Process 
I.   First  Meeting  -  July  30,  1979 

Committee  direction  was  developed  and  decisions  were  made  to: 

1.  Inventory  the  types  of  state  property  —  using  existing 
information  if  possible.   The  categories  would  include: 

a.  improved  real  property  —  emphasis  to  be  in  this  area 

b.  undeveloped  land 

c.  revenue-producing 

2.  Select  sample  jurisdictions  for  concentrated  study 
rather  than  a  statewide  approach. 

3.  Work  closely  with  the  League  of  Cities  and  Towns,  the 
Montana  Association  of  Counties,  and  various  city  and 
county  officials  who  offered  assistance.   Such  officials 
encouraged  a  cost-benefit  type  of  study  and  promised  to 
help  supply  local  financial  data. 

4.  Solicit  as  much  public  testimony  as  possible  concerning 
the  burden  of  state  property. 

II.   Second  Meeting  -  October  27,  1979 

A.  This  meeting  was  widely  advertized  as  a  public  hearing 
to  gather  information  from  local  government  officials 
on  the  burdens  of  providing  services  to  state-owned 
property.   The  testimony  can  be  summarized  as  follows: 

1.  City  officials  placed  emphasis  on  police  and  fire 
services  offered  to  state  property  without  any 
reimbursement. 

2.  County  officials  stressed  the  loss  of  taxable  valua- 
tion due  to  large  amounts  of  state  lands  in  school 
trust  status  and  state-owned  game  lands  and  parks. 

B.  The  Committee  moved  to  pursue  the  NCSL  grant  to  determine 
the  economic  benefits  of  state  property  versus  the  costs 
of  services  to  such  property. 

III.   Third  Meeting  -  January  19,  1980 

A.   Tom  Sutberry,  Assistant  Director  of  the  NCSL  State/Local 
Finance  Project,  explained  the  grant  process,  presented 
an  overview  of  the  study  question,  and  suggested  how  this 
Committee  could  help  develop  solutions. 
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B.   The  NCSL  grant  was  approved.   As  part  of  the  grant  obli- 
gation, an  intern  would  be  hired  to  do  the  field  work  on 
a  survey  to  determine  the  costs  of  services  to  state 
property.   Jim  Jensen,  a  public  administration  graduate 
student  from  the  University  of  Montana,  was  hired  in 
February. 

IV.   Fourth  Meeting  -  April  19,  1980 

A.  Staff  had  developed  a  survey  instrument  to  determine 
actual  costs  of  services  to  state  property.   The  survey 
was  sent  to  15  selected  cities  and  counties.   (See 
Appendix  A)   A  contact  person  in  each  jurisdiction 
would  be  responsible  for  completing  the  survey.   Follow- 
up  phone  calls  and  personal  visits  by  the  intern  would 
encourage  participation. 

B.  Bids  were  solicited  from  independent  economic  research 
consultants  willing  to  develop  a  methodology  to  assess 
the  economic  benefits  of  state-owned  property.   The 
Committee  selected  the  bid  by  a  Helena  firm,  Western 
Analysis,  Inc.   They  offered  to  complete  the  draft  report 
by  July  1.   They  also  planned  to  develop  a  procedure  that 
could  be  worked  with  a  hand  calculator  so  the  methods 
would  be  translatable  to  locations  other  than  the  selected 
jurisdictions . 

C.  Staff  presented  a  study  on  two  types  of  payments  in  lieu 
of  taxes  currently  used  in  Montana:  (See  Appendix  B) 

1.  Any  county  impacted  by  school  trust  land  in  excess 
of  6%  of  the  total  county  land  area  is  eligible  for 
a  reimbursement  from  the  Department  of  State  Lands 
by  means  of  comprehensive  legislative  appropriation. 

2.  Any  county  with  an  excess  of  100  acres  in  Department 
of  Fish,  Wildlife,  and  Parks  lands  is  eligible  for 
the  total  tax  payment  due,  as  if  assessing  a  private 
party. 

V.   Fifth  Meeting  -  July  26,  1980 

A.  The  survey  results  were  presented  on  the  cost  of  services 
to  state  property  in  selected  jurisdictions.  (See  Appen- 
dix C)   The  survey  revealed  that: 

1.  In  many  jurisdiction  actual  costs  were  difficult  to 
arrive  at  because  official  records  were  not  kept. 

2.  Local  officials  from  the  cities  with  large  universi- 
ties and  the  state  capitol  complex  held  the  opinion 
that  state  facilities  created  a  burden  on  local  tax- 
payers and  local  government  finances,  even  where  costs 
were  not  solidly  proven. 
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3.   Most  county  officials  did  not  feel  much  of  a  burden 
existed . 

B.  The  staff  presented  inventories  which  outlined: 

1.  Existing  arrangements  between  all  state  institutional 
facilities  and  local  jurisdictions  for  fire,  police, 
and  other  city  services.   Such  arrangements  are 
voluntary  on  the  part  of  the  Department  of  Institu- 
tions.  Other  state  agencies  have  occasional  contacts 
or  arrangements  with  local  fire  services  if  a  facility 
lies  outside  a  nearby  municipality.   (See  Appendix  D) 

2.  The  location  by  city  and  county  of  all  state  real 
property  and  its  depreciated  or  insured  value  as 
calculated  for  insurance  purposes.*   (See  Appendix  E) 
This  was  offered  for  future  use  with  the  "fair  share 
formula"  developed  and  promoted  by  many  city  officials 
in  the  course  of  public  testimony.   (See  Appendix  F) 
These  values  were  also  used  by  Western  Analysis  in 
their  formula  for  determining  the  economic  benefits  of 
state  property. 

C.  Western  Analysis,  Inc.,  offered  their  draft  report  entitled 
"A  Methodology  and  Case  Examples  for  Assessing  the  Fiscal 
Impact  of  State-Owned  Property  on  Local  Taxing  Jurisdictions." 
(See  Appendix  G  for  final  report) 

The  Western  Analysis  report  went  beyond  a  determination  of 
the  economic  benefits  of  state  facilities  in  a  jurisdiction: 
"Insured  value"*  of  property  was  converted  to  market  value 
and  then  to  taxable  value;  the  taxable  value  was  then  used 
as  a  proxy  for  the  costs  of  servicing  such  property.  (See 
Appendix  G,  p.  15) 

The  resulting  benefit/cost  ratio  for  selected  jurisdictions 
became  the  heart  of  the  report,  and  the  point  of  controversy 
as  to  the  implications  of  such  a  conclusion.   See  the 
results  of  the  next  meeting  for  local  government  response 
to  the  report  conclusions. 

VI.   Sixth  and  Final  Meeting  -  September  13,  1980 

A.   Between  the  fifth  and  final  meeting  of  the  Committee,  the 
Western  Analysis  draft  report  came  under  considerable  fire 
from  local  officials  for  its  benefit/cost  conclusions. 
The  final  meeting  was  not  originally  arranged  for  public 
testimony;  however,  it  was  allowed  because  of  its  apparent 
value  in  reworking  the  conclusions  of  the  final  report  and 
putting  the  topic  in  the  proper  perspective  for  presentation 
to  the  public  and  the  Legislature. 

*Schedule  of  State  Properties  as  of  July  1,  1980,  Montana  Department 
of  Administration,  1980. 
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Western  Analysis,  Inc.,  did  not  alter  their  methods  or 
conclusions  for  the  final  report,  but  did  add  the 
following  qualifications:   (See  Appendix  G) 

1.  The  economic-benefit  side  of  the  equation  is  con- 
servative, because  the  positive  economic  impacts 
of  temporary  visitors  such  as  legislators  and  uni- 
versity-related activities,  were  not  included  in  the 

formula . 

2.  The  cost  side  of  the  equation  should  be  interpreted 
with  caution  since  only  a  proxy  was  used.   The  report 
recommended  that  hard  data  on  costs  of  services 
ultimately  be  used  to  provide  a  more  definitive  ratio. 

3.  The  real-world  approach  to  assessing  property,  levying 
taxes,  and  providing  services  limits  the  validity  of 
the  report  assumption  that  taxable  values  are  related 
to  costs  of  services.   However,  the  qualification  is 
not  as  serious  for  the  broad,  aggregate  type  of  study 
presented . 

4.  Only  property  taxes  paid  and  tax-supported  local  govern- 
ment expenditures  have  been  assessed.   Intergovernmental 
revenues  and  subsequent  expenditures  have  not  been 
evaluated.   Local  revenues  generated  by  user  fees  were 
not  included  because  it  is  assumed  that  such  revenues 
cover  the  costs  of  services. 

5.  Certain  state  properties,  most  notably  institutions, 
have  some  fee-f or-service  arrangements  with  local 
governments.   However,  those  are  relatively  small 
and  so  have  been  excluded  from  the  analysis. 

6.  Table  8,  page  20,  Appendix  F,  was  added  to  answer 
criticism  that  Helena  citizens  are  subsidizing  state 
property  in  the  capital  city.   Helena  has  the  lowest 
mill  levy  of  all  the  major  cities  in  Montana,  and  it 
has  decreased  since  1972,  a  period  of  rapid  growth 

in  state  government.   A  conclusion  might  be  made  that 
the  level  of  state  government  activity  in  Helena  has 
contributed  to  the  apparent  advantages  of  Helena  tax- 
payers. 

7.  The  issue  of  costs  and  benefits  of  state-owned  property, 
and  corrective  measures  to  mitigate  alleged  imbalances, 
must  ultimately  be  resolved  on  the  basis  of  political 
and  philosophical  attitudes  toward  taxing  and  wealth 
redistribution.   All  tax-free  property  would  then  need 
to  be  included  in  the  debate. 
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C.  Local  government  reactions  to  the  report,  and  the  question 
in  general,  include  the  following: 

1.  The  real  workings  of  municipal  finance  were  overlooked; 
economic  benefits  to  the  community  are  not  the  same 

as  fiscal  benefits  to  the  local  government. 

2.  The  benefit/cost  ratio  is  out  of  balance  because  the 
service  costs  to  the  taxpaying  households  and  busi- 
nesses used  in  calculating  the  benefits'  side  were 
not  recognized  when  calculating  the  cost  side;  only 
costs  of  servicing  state  property  were  considered. 
"This  is  a  glaring  error  in  methodology  resulting  in 
the  wrong  answer  to  the  key  question  being  asked."* 

3.  Despite  the  degree  of  positive  or  negative  economic 
benefit  to  any  jurisdiction  with  state  property,  lost 
revenue  and  uncompensated  services  must  be  addressed. 
"The  'fair  share'  approach  to  payment  for  services 

to  state  property  is  recommended  because  it  relates 
the  local  government  tax  effort  for  the  service  to 
the  value  of  the  property  receiving  the  service. 
This  method  should  be  applied  to  police  and  fire 
services  especially."*   (See  Appendix  E) 

D.  Staff  presented  a  brief  report  on  the  options  available 
to  the  Committee  in  developing  recommendations  as  a  re- 
sult of  the  study  process.   The  report  was  also  a  summary 
of  the  main  information  offered  the  Committee  throughout 
the  process. 


*Testimony  by  City  Commissioner,  James  H.  Nybo,  on  behalf  of  the 
City  of  Helena. 
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COORDINATION  WITH  THE  GOALS  AND  OBJECTIVES  OF  THE 
NCSL  CONTRACT  AND  GRANT 

The  Interim  Committee  on  the  Effects  of  State-Owned  Property  on  Local 
Governments  and  the  Montana  Legislative  Council  staff  worked  within 
the  goals  and  objectives  of  the  NCSL  grant  contract  by  undertaking 
the  following: 

1.  Using  a  student  intern  (a  Montana  Public  Administration 
graduate  student)  to  do  the  field  work  with  local  govern- 
ment officials  on  identifying  costs  of  services  to  state 
property  in  their  jurisdictions. 

2.  Presenting  the  many  alternative  approaches  to  state 
compensation  for  state  property  and  the  tax-exempt 
question  in  general;  analyzing  ACIR  model  legislation 

in  this  area  and  its  application  to  the  Montana  situation. 

3.  Conducting  public  hearings  at  all  stages  of  the  study 
process . 

The  grant  contract  specified  public  discussion  of  local  option 
revenue  sources  as  a  means  of  addressing  the  question  in 
general.   A  bill  was  drafted  and  reviewed  by  the  Committee 
and  the  public  on  the  authorization  of  local  income  taxes  and 
sales  taxes  to  ease  local  financial  pressures.   The  Committee 
did  not  take  action  to  recommend  the  bill,  but  felt  the 
discussion  was  valuable  in  that  other  interests  would  be 
presenting  the  same  concepts  to  the  coming  Legislature. 

4.  The  Committee  and  staff  did  not  test  all  model  alternative 
formulas  for  reimbursement  against  selected  jurisdictions 
for  the  following  reasons: 

a.  There  was  no  Committee  consensus  that  reimbursement 
was  warranted  in  the  Montana  situation. 

b.  Concrete  inventories  of  all  types  of  state  property 
were  not  available,  nor  was  real  state  property  ever 
assessed  for  market  or  taxable  value. 

c.  Not  many  localities  could  supply  hard  cost-of-services 
data . 
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APPENDIX  A 
LOCAL  GOVERNMENTS  SURVEYED 

Cities  Counties 

Bozeman  Custer 

Billings  Gallatin 

Deer  Lodge  Madison 

Dillon  Missoula 

Havre  Powell 

Helena  Yellowstone 
Missoula 
Miles  City 
Wolf  Point 


APPENDIX  B 


PRESENT  STATE  PAYMENTS  IN  LIEU  OF  TAXES 


There  are  two  kinds  of  payments  in  lieu  of  taxes  counties  may  receive 
for  having  amounts  of  state  land  within  their  jurisdiction: 

—  state  land  equalization  payments  for  school  trust  land, 
77-1-501  through  508,  MCA 

—  Fish,  Wildlife,  and  Parks  property  payments,  87-1-603 
and  87-1-604,  MCA 

Both  payments  attempt  to  reimburse  the  county  for  taxes  which  would 
be  payable  on  the  county  assessment  if  said  property  were  privately 
owned.   An  accounting  of  these  two  payments  by  county  is  included  in 
this  report. 


State  Land  Equalization  Payments 


Intent  and  History 


The  law  requ 
The  equaliza 
that  lose  co 
school  trust 
trust  land  i 
The  school  t 
federal  gove 
the  public  s 
Revenue  was 
for  grazing, 
sale  funds  d 
to  pay  taxes 
counties  mus 


iring  this  payment  to  the  counties  was  enacted  in 
tion  payment  plan  was  urged  by  legislators  from  co 
nsiderable  taxable  valuation  due  to  large  amounts 

lands.   Under  77-1-501,  MCA,  any  county  impacted 
n  excess  of  6%  of  the  total  county  land  area  is  el 
rust  lands  were  granted  to  the  State  of  Montana  by 
rnment  in  1889  for  the  support  and  maintenance  of 
chools  and  land  grant  institutions  (state  universi 
to  be  derived  through  rentals  received  from  land  1 

agricultural  and  timber  uses.   The  rentals  and  an 
erived  from  school  trust  lands  cannot  by  law  be  di 
;  therefore,  the  payments  in  lieu  of  taxes  to  the 
t  be  appropriated  by  the  Legislature  each  biennium 
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How  the  Payment  is  Derived 

The  in-lieu  payment  is  arrived  at  by  determining  the  value  of  state 
land  by  use,  like  private  land.   Then  a  state  exemption  factor  is 
determined  by  dividing  the  percent  the  state-owned  land  bears  to  the 
total  land  area  into  6%.   This  quotient  is  multiplied  by  the  gross 
assessment  figure  to  obtain  the  state  exemption  figure.   The  state 
exemption  is  then  subtracted  from  the  gross  exemption  to  give  the 
state  payment. 

The  following  is  an  example  of  how  a  county  arrives  at  the  state  lands 
payment: 


"A" 

"B" 

"C" 

Distribution, 
77-1-506,  MCA 

Sch. 
Dist. 

Mill 
Levy 

CLASSIFIED 
Am't  as  if  classified 
for  taxpayer 

Gross 
Assess- 
ment 
Figure 

Co. 
Exempt 
Factor 

State 
Exemption 
Figure 
"B"  x  "A" 

State 
Land 
Payment 
"A"  -  "C" 

El  em. 
S.D. 
Payment 

Co. 
Raad 

Grazing,  Agriculture 

Fund 

1 
1A 

193.27 
190.83 

3,185  +  8,986 
4,365  +  9,817 

12,171 
14,182 

.563 

6,852 
7,984 

5,319 
6,198 

3,191 
3,719 

2,128 
2,479 
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rue  btaie  t; Aeuip i iuii  latim  j.&  xiup<JL  i_an i_  ueuause  wnen  caicuia tea ,  it 
can  be  translated  by  a  decimal  movement  to  show  what  percent  the 
county  loses  in  taxes  that  could  be  collected  from  the  private  sector 
(Column  B) .   The  following  list  shows  exemption  factors  for  the  18 
counties  that  receive  payments: 

100%-(B  x  100)=C 


County 


%  of  gross  assessmer 
the  county  receives 


Beaverhead  9.4  .638  36.2% 

Blaine  6.4  .923  7.7% 

Carter  6.7  .891  10.9% 

Chouteau  10.6  .563  43.7% 

Daniels  23.7  .252  74.8% 

Fallon  6.5  .921  7.9% 

Golden  Valley  6.3  .912  8.8% 

Hill  8.1  .733  26.7% 

Judith  Basin  8.2  .729  27.1% 

Liberty  9.3  .638  36.2% 

Musselshell  6.3  .949  5.1% 

Powder  River  6.7  .891  10.9% 

Prairie  6.5  .921  7.9% 

Richland  6.1  .976  2.4% 

Teton  7.0  .848  15.2% 

Toole  8.0  .749  25.2% 

Valley  6.5  .913  8.7% 

Wheatland  8.0  .747  25.3% 

The  Department  of  State  Lands  is  charged  with  deriving  an  appropriation 
amount  to  cover  the  total  payment.   The  Department  must  present  this 
to  the  Legislature  for  the  biennium  well  before  the  counties  send  in 
their  yearly  totals;  therefore,  the  appropriation  is  usually  smaller 
than  the  counties'  total  request.   The  appropriation  is  then  prorated 
for  all;  the  result  is  usually  80%  to  90%  of  the  request. 

Under  77-1-506,  MCA,  the  counties  shall  distribute  60%  of  the  state 
payment  to  the  impacted  local  school  districts  and  40%  to  the  county 
road  fund. 
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Options  for  Change  of  Present  Policy 

The  following  is  not  a  complete  presentation  of  Committee  options; 
it  is  merely  some  possibilities  to  consider  regarding  this  state 
payment  plan: 

1.  The  present  eligibility  base  of  6%  state-owned  land  could 
be  lowered  to  an  arbitrary  5%;  fifteen  more  counties  would 
then  qualify  for  payments. 

2.  All  Montana  counties  have  school  trust  lands  and  could  be 
reimbursed  similarly. 

3.  The  exemption  factor  could  be  altered  to  give  the  counties 
a  larger  percent  of  the  gross  assessment. 

4.  The  appropriation  request  could  automatically  be  increased 
to  ensure  the  counties  of  the  full  amount  due  them.   This 
will  be  increasingly  important  as  local  levies  are  raised 
to  meet  the  loss  of  federal  revenue  and  to  compensate  for 
inflationary  costs  of  county  and  school  business. 

Payments  for  Fish,  Wildlife,  and  Parks  Lands 

Intent  and  History 

1951  to  assure  the  counties 
^rtment  of  Fish, 
Counties  and 

Any  county  with  an  excess  of  100  Fish,  Wildlife,  and  Parks  acres  is 
eligible  for  the  total  tax  payment  due,  just  as  if  assessing  a  private 
party.   Department  game  bird  farms,  fish  hatcheries,  or  any  park  lands 
administered  from  the  general  fund  are  exempt. 

How  Payment  is  Made 

The  Department  informs  the  county  of  its  taxable  parcels.   The  State 
Auditor  handles  the  warrants  payable  to  the  counties  from  any  funds 
to  the  credit  of  the  Department.   The  money  comes  in  part  from  hunting 
and  fishing  licenses  and  part  from  federal  funds  to  the  state  for 
this  purpose.   The  breakdown  is  usually  25%  from  the  state,  and  75% 
federal . 

The  County  Commissioners  may  allocate  any  portion  of  this  tax  payment 
to  any  school  district  that  contains  Department  lands.   Any  balance 
goes  to  the  general  fund.   In  a  survey  of  several  counties,  it  was 
reported  that  all  the  money  goes  to  the  school.   It  is  not  determined 
if  any  counties  choose  to  use  the  money  for  other  areas.   At  one  time, 
there  was  a  legislative  effort  to  channel  all  the  money  into  county 
road  funds;  the  concern  was  the  counties'  obligation  to  maintain  roads 
into  Department  lands. 
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Status  of  This  Payment  Program 

According  to  a  Department  spokesman,  the  public  is  generally  content 
with  the  adequacy  of  this  program.   The  only  complaint  is  that  the 
lands  no  longer  generate  personal  property  tax  from  cattle  or  from 
machinery.   However,  without  private  residences  on  the  land  to  affect 
school  population  and  other  county  services,  the  counties  save  taxes. 
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APPENDIX  C 


SURVEY  RESPONSES  ON  THE  COSTS  OF  SERVICING  STATE  PROPERTY 


City  Responses  to  Survey 

How  many  responses  did  your  law  enforcement,  officials  make  to  state- 
owned  property  in  the  following  fiscal  years? 


Helena 


Bill ings 

Bozeman 

Havre 

Missoula 

FY  79 


57 


Numerous  calls,  but  records  not  maintained. 
Statistics  not  maintained.   See  comments. 
Average  1  call  per  week  from  NMC  student,  housing  area 
See  comments. 


How  many  calls  did  your  fire  service  officials  make  to  state-owned 
property  in  the  following  fiscal  years? 


Helena 

Bill ings 

Bozeman 

Havre 

Deer  Lodge 
Missoula 


FY  77 
9 

17 

3 

0 

33 


FY  78 
19 

.17 

1 

1 

39 


FY  79 

17 
17 
25 
1 
0 
26 


COMMENTS  ON  POLICE  PROTECTION  OF  STATE-OWNED  PROPERTY 

Helena :   "The  Helena  Police  Department.,  in  addition  t.o  the  day  to  day 
police  protection  services,  provides  cert.ain  special  services  to 
the  st.at.e  that  we  would  not  provide  t.o  a  private  concern  of  the 
same  size.   When  there  are  demonstrations  at.  t.he  Capitol,  the 
Helena  Police  provide  traffic  cont.rol  and  crowd  control.   When 
*.hreats  are  made  against  state  officials,  the  Helena  Police  are 
called  for  special  security.   When  foreign  dignitaries  visit, 
it  is  the  Helena  Police  that  are  asked  to  provide  escorts  and 
security  services.   When  political  candidates  visit,  the  Capitol, 
such  as  the  visits  of  Vice  President  Mondale  or  Senator  Edward 
Kennedy's  transportation  hearing  in  t.he  Governor's  reception 
room,  the  City  of  Helena's  Police  Department  must  provide  police 
protection,  security  and  escort  and  crowd  control  services.   All 
of  these  services  -  both  the  day  to  day  and  the  special  additional 
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services  -  are  paid  for  by  t.he  property  taxpayers  of  the  City  of 
Helena  with  absolutely  no  assistance  from  the  State,  the  primary 
beneficiary  of  these  uncompensated  'free'  services." 

Bozeman:   "The  Chief  of  Police  estimates  that  48%  of  all  police 

activities  within  the  city  are  related  to  the  presence  of  Montana 
State  University.   The  student  population  at  MSU  is  approximately 
10,000;  their  activities  are  not  confined  to  the  campus,  rather, 
their  activities  are  spread  throughout  the  city  and  affect  every 
facet  of  police  operations  from  traffic  control  to  major  crime. 
There  are  only  eight  cities  in  Montana  with  a  population  of  10,000 
or  larger.   Consequently,  Montana  State  University  is  the  ninth 
largest  concentration  of  population  in  the  state.   The  City  of 
Bozeman,  with  a  population  of  approximately  16,000  non-university 
associated  citizens,  is  greatly  impacted  by  the  student  population; 
and  the  University  creates  a  unique  problem  in  the  delivery  of 
police  services  within  the  city.   We  conservatively  estimate 
that  forty-five  percent. ( 4 5% )  of  our  police  budget  represents 
the  additional  cost  imposed  on  the  taxpayers  of  the  City  of 
Bozeman  by  the  presence  of  State-owned  property  within  the  city." 

The  FY  1980  budget  for  police  services  is  $628,839. 
$628,839  x  45%  =  $282,977  due  to  state  property. 

Missoula:   A  letter  from  Sabe  Pfau,  Chief  of  Police,  outlined  the 
following  problems  of  services  to  state  property: 

--  increased  law  enforcement  activity  in  downtown  entertainment 
areas,  athletic  events,  campus  housing,  Field  House  activities. 

COMMENTS  ON  FIRE  PROTECTION  OF  STATE-OWNED  PROPERTY 

Helena :   See  previous  survey  report  for  comments. 

Bozeman:   "Taxpayers  of  the  City  of  Bozeman  pay  for  fire  services 
through  property  taxes  levied  against  the  taxable  valuation  of 
their  individual  property.   Therefore,  it  is  assumed  that  the 
City  is  providing  each  property  owner  with  fire  services  in 
relationship  to  the  value  of  their  propert.y,  not  related  to  land 
use  categories  or  specific  land  holdings.   Extending  this  premise 
to  State-owned  property,  the  following  formula  is  considered  to 
be  equitable  in  determining  the  additional  cost  of  fire  services 
imposed  on  the  City  of  Bozeman  by  the  presence  of  State-owned 
facilities  within  t.he  city: 

"(1)  FY  1979  Market  Value  of  all  property  within  the  city 
of  Bozeman  (excluding  State-owned  propert.y)  - 
$214,799,850.00; 

"(2)  Estimated  Market  Value  of  State-owned  buildings  and 
contents  (land  values  excluded)  an  determined  from 
insurance  values  -  $0  I  ,  3f»  1  ,  24f> .  00  ; 
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"(3)  $91,361,246.00  -r  $214,779,850.00  =  42.5372  resulting 
percent  -  representing  State-owned  property; 

"(4)  Therefore,  we  calculate  that  42.5372%  of  our  fire  ser- 
vice budget  is  used  t.o  support  State-owned  facilities." 

$443,949  (FY  1980  fire  budget)  x  42.5%  =  $188,678  state  share. 

Havre :   "College  dormitories  figured  heavily  in  decision  to  purchase 
snorkel  equipment  in  1973  at  $77,283." 

General  Comments 

Bozeman :   "The  following  city  services  are  greatly  affected  by  the 
existence  of  State-owned  facilities  in  the  community,  and  mainly 
due  to  Montana  State  University:   (1)  park  and  recreation  facilities 
are  extensively  used  by  students  of  the  University;  (2)  the  street 
maintenance  program  is  compounded  and  costs  increased  by  the 
presence  of  approximately  7,000  vehicles  owned  and  operated  within 
the  city  by  students  attending  the  University. 

"The  indirect  costs  for  personnel  services,  payroll  services, 
legal  services,  management  services  and  other  governmental  costs 
not  appearing  in  the  operat.ing  budgets  of  the  fire  and  police 
departments,  should  possibly  be  addressed  in  your  study  of  the 
financial  effects  of  State-owned  property  on  the  various  munici- 
palities." 

Billings :   "The  City  of  Billings  does  incur  additional  costs  due  to 
state  property;  however,  we  do  not  have  any  specific  costs  that 
would  be  deleted  in  total  if  there  were  no  state  property  in 
Bill ings.  " 

County  Responses  to  Survey 

How  many  responses  did  your  law  enforcement  officials  make  to  state- 
owned  property  in  the  following  fiscal  years? 

FY  1977  FY  1978  FY  1979 

Gallatin  ?  11  5 

Powell  (approx.)       50  57  64 

Missoula  (sheriff  listed  specific  responses  and  24 

hours  involved) 

Fire  protection  services  were  not  available  from  any  jurisdiction  be- 
cause volunteer  fire  departments  handled  county  calls. 

Comments  on  Protection  of  State-Owned  Property : 

Gallatin :   "There  have  been  occasions  where  this  department  had  been 
called  upon  to  patrol  check  or  investigate  incident.s  that  took 
place  on  state  owned  property,  such  as  the  Montana  State  University, 
state  scales  and/or  state  owned  lands.   However,  such  calls  are 
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infrequent,  and  minor  in  nature  and  any  costs  involved  would  have 
been  minimal.   Such  cost.s  have  not.  been  calculated  in  our  budget.' 

Fire  protection  in  Gallatin  County:   "As  the  area  is  increased  so 

must  manpower  and  equipment.   We  do  assume  some  of  the  responsi- 
bility for  fighting  wild  land  fires,  on  state  owned  land  in 
accordance  with  a  cooperative  agreement  between  state  and 
county.   Besides  the  city  and  rural  fire  departments,  the 
county  employs  two  fire  marshalls.   Each  of  the  marshalls  have 
access  to  a  fire  truck  and  related  equipment." 

Powell :   According  to  Tom  Beck,  County  Commissioner,  the  sheriff 
reports  that  "about  1/4  of  his  time  is  spent  dealing  with 
matters  involving  the  prison  and  its  inmates." 

Mr.  Beck  also  commented  on  county  maintenance  of  roads  and 
bridges  leading  to  prison  property.   He  also  commented  on 
state  land  in  Powell  County.   "In  1961  the  State  of  Montana 
purchased  approx.  33,000  acres  in  Powell  Co.,  taking  this 
land  off  the  tax  roles.   At  that  time  this  property  was 
generating  $10,119.80  taxes  to  Powell  Co.   If  this  property 
were  still  paying  taxes  it  would  be  $50,000  to  $70,000. 
This  is  an  unusual  situation  in  that  the  state  of  Montana 
is  in  the  ranching  business  competing  with  private  enterprises, 
that  are  paying  property  taxes.   If  this  ranch  is  saving 
the  taxpayers  of  Montana  money  I  feel  it  is  at  the  expense 
of  the  Powell  Co.  taxpayers." 

Additional  Observations  on  the  Survey 

All  counties  and  all  but  two  cities,  Miles  City  and  Dillon,  completed 
the  survey  questions  on  specific  budget  and  taxation  items  (pages  1 
through  6).   However,  this  information  was  difficult  to  use  without 
specific  costs  of  servicing  state  property  to  compare  against  it. 
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APPENDIX  D 


SERVICE-FEE  ARRANGEMENTS  BETWEEN 
THE  DEPARTMENT  OF  INSTITUTIONS  AND  LOCAL  JURISDICTIONS 

Upon  request  for  this  Committee,  the  Department  of  Institutions 

has  prepared  a  schedule  showing  current  fee  arrangements  with  cities 

and  counties  near  state  institutional  facilities. 

The  agreements  are  made  between  the  facility  and  the  local  juris- 
diction; there  are  no  uniform  policies  for  service  fee  arrangements.' 

The  following  details  were  included  with  the  fee  schedule: 

Boulder  River  School  and  Hospital  -  All  payments  are  made  to  the 
town  of  Boulder. 

Center  for  the  Aged  -  The  Center  is  on  a  fire-alarm  system  that 

costs  $75  per  alarm.   A  high  rate  of  false  alarms  for  unknown 

causes  resulted  in  the  high  payment  to  the  Lewistown  Fire  Department. 

Montana  State  Prison  -  A  yearly  contribution  arrangement  exists 
with  the  rural  fire  district  near  the  facility.   Mountain  View  School 
and  the  Montana  Veterans'  Home  have  similar  understandings  with 
volunteer  fire  districts. 

Pine  Hills  School  -  The  city  of  Miles  City  has  proposed  a  "fair  share" 
fire  protection  formula  for  FY  81;  this  will  be  based  on  at-risk 
values  as  determined  by  the  county  assessor,  multiplied  by  .086, 
and  then  multiplied  by  the  current  mill  levy  necessary  to  operate 
the  Miles  City  Fire  Department.   Estimated  costs  would  be  from 
$11,485  per  year  and  up. 

Pine  Hills  School  has  been  asked  to  share  in  a  countywide  sewage 
system  improvement  project;  the  facility's  share  would  cost  $28,000 
annually  for  40  years. 
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Department  of  Institutions 
Cost  of  Services  to  Cities  &  Counties 
FY  1979 


Boulder 

Center  for  the  Aged 

Eastmont 

Galen 
Mountain  View 

Pine  Hills 

Prison 

Swan 

Veterans'  Home 

Warm  Springs 

TOTALS 


Garbage 

Police 
Protection 

Fire 
Protection 

Water 

Sewage 

Other 
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1,000 

192 

- 
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60 

- 

391 
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- 

98 
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- 
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450 

- 

- 

- 

- 

- 

1,320 

- 

200 

- 

- 

- 

260 

- 

150 

788 
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- 

2,050 

- 

2,000 
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1,700 
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192 

- 

350 

- 

960 

- 

1,800 
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- 

- 
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6,230 

1,500 
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2,814 
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1,389 

$22,946 

Swimming  Pool 


Water  Purification  Plant 
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APPENDIX  F 


Calculation  of  "Fair  Share"  Costs  of  Fire  Protection  for  State 

Facilities 


The  following  steps  illustrate  the  method  used  to  calculate  fair 
share  costs  for  fire  services  to  state  property.  Helena  is  used 
as  an  example.   Calculations  are  based  on  79-80  figures. 

Assume:   insured  (depreciated  value)  represents  market  value 

Assume:   commercial  property  and  contents  currently  are  assessed 
at  approximately  50%  of  true  market  value 


Total  value  state  property:   45,979,500 
Total  value  contents:         18,374,800 

Taxable  value  -        45,979,500  X  .5  X  .0855  =  1,965,623 

18,374,800  X  .5  X  .13    =  1,194,362 

Total  taxable  value  =  3,149,985 


30,374,000  taxable  value,  City  of  Helena 
3,149,985  taxable  value,  state  property  in  Helena 

$33, 523,985 
0.001 

$33,  523 


The  number  of  mills  needed  to  support  the  fire  service  budget 
can  then  be  calculated: 

(FY  budget)   $478,867   =  14.28  mills 
33, 523 

The  annual  cost  to  the  state  can  be  calculated  by  applying  14.28 
mills  to  the  taxable  value  of  state  property 

$3,149.98  X  14.28  mills  =  $44,981 

The  "fair  share"  formula  above  was  applied  to  the  following  cities 

Bozeman   -  $  84,319 

Billings  -  38,082 

Missoula  -  100,068 

Havre     -  22,797 

F-l 


APPENDIX  G 


A  METHODOLOGY  AND  CASE  EXAMPLES 
FOR  ASSESSING  THE  FISCAL  IMPACT 
OF  STATE-OWNED  PROPERTY  ON  LOCAL 
TAXING  JURISDICTIONS 

FINAL 
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SUBMITTED  BY: 
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Helena,  Montana   59601 

SEPTEMBER  1980 


INTRODUCTION 

This  report  is  designed  to  provide: 

o  A  methodology  to  assess  the  economic  benefits  of 
state-owned  property  on  local  taxing  jurisdictions; 

o  An  approximation  of  the  costs  to  local  juris- 
dictions of  providing  services  to  state-owned  property; 

o  Estimated  benefits  and  costs  of  state-owned 
property  in  six  counties  and  six  cities  where  the  state  of 
Montana  owns  a  significant  amount  of  land  and  buildings; 

o  A  thorough  description  of  how  to  use  the 
methodology  in  other  applications,  and  qualifications  on  the 
use  of  the  methodology. 

The  work  completed  for  this  project  represents  an 
expansion  of  the  scope  of  services  as  outlined  in  our 
contract  with  the  Legislative  Council.  Our  work  was  to 
include  only  an  assessment  of  the  benefits  of  state-owned 
property,  however,  because  of  the  unexpected  availability  of 
time  and  data  we  have  expanded  the  validation  effort  to 
include  twelve  taxing  jurisdictions  instead  of  three,  and 
roughly  estimated  the  costs  to  these  twelve  local  govern- 
ments of  providing  services  to  the  state-owned  property. 

The  counties  and  cities  chosen  for  analysis  are: 

Deer  Lodge:  Anaconda 
Gallatin:  Bozeman 
Jefferson:  Boulder 
Lewis  and  Clark:  Helena 
Missoula:  Missoula 
Powell:  Deer  Lodge 


METHODOLOGY 

The  following  six  steps  constitute  the  procedure  used: 
STEP  1  -  Estimate  the  economic/demographic  impact  of 

the  state-owned  property  on  the  county  in  which  it  lies. 

Variables  used  to  measure  this  impact  include  employment, 

population,  and  personal  income. 

STEP  2  -  Estimate  the  share  of  property  taxes  paid  in 

the  county  attributable  to 

a)  residential  property,  and 

b)  commercial  property. 

STEP  3  -  Estimate  the  share  of  total  property  taxes 
paid  in  the  county  due  to  the  economic  impact  of  state 
government  by  multiplying  total  property  taxes  paid  (resi- 
dential, commercial)  by  the  share  of  economic  activity 
(population,  employment)  attributable  to  state  government. 

STEP  4  -  Estimate  the  share  of  property  taxes  paid  to 
the  county  and  city  governments,  and  public  schools,  in  each 
county,  due  to  state  government. 

STEP  5  -  Estimate  the  aggregate  costs  to  the  county, 
and  respective  city  governments  of  servicing  the  state-owned 
property.  The  proxy  used  to  estimate  costs  is  the  state 
properties  share  of  total  taxable  valuation  in  the  taxing 
jurisdiction. 

STEP  6  -  Derive  the  fiscal  benefit/cost  ratio  of  the 
state-owned  property  in  each  of  the  twelve  taxing  jurisdic- 
tions under  study. 


Step  1 

Table  1  shows  the  direct  and  indirect  economic  impact 
on  the  six  counties  of  employment  associated  with  state 
government  activity  in  that  county.  We  have  estimated  the 
impact  of  state  govenment  on  three  variables:  employment, 
population  and  personal  income. 

All  employment  is  classified  into  two  groups:  basic  and 
non-basic.  Basic  industries  are  those  whose  employment 
levels  are  determined  by  factors  outside  the  local  area. 
Non-basic  industries  serve  local  needs  and  depend  largely  on 
the  local  expenditure  of  income  generated  in  the  basic 
sectors.  Jobs  in  state  government  in  the  six  counties  under 
study  are  considered  basic,  and  therefore  will  generate 
additional  jobs  in  the  local  area. 

The  percentage  of  total  employment  in  the  counties  due 
to  both  direct  state  government  jobs,  and  other  jobs  depen- 
dent on  spending  by  state  employees  (indirect),  is  shown  in 
column  5 .  Two  methods  were  used  to  estimate  this  percen- 
tage, and  the  average  of  the  two  is  assumed  the  best 
estimate . 

Similarly,  the  share  of  population  due  to  state  govern- 
ment employment,  shown  in  column  9,  considers  both  direct 
and  indirect  impacts  and  is  the  result  of  averaging  two 
methods.  Essentially,  method  1  for  both  employment  and 
population  distinguishes  between  basic  and  non-basic 
activity  to  determine  indirect  impacts,  while  method  2  does 
not  reguire  this  distinction.   For  this  reason,  only  method 
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2  should  be  used  when  applying  this  procedure  to  the  other 
50  counties  since  state  goverment  employment  is  not 
considered  basic  employment  in  these  other  counties . 

The  percent  of  income  attributable  to  state  government 
appears  in  column  10  and  incorporates  both  wages  paid  to 
state  employees  and  an  estimate  of  local  spending  by  the 
state  for  goods  and  services. 

The  economic  impact  in  these  six  counties  range  from 
15.6  percent  of  all  local  economic  activity  in  Missoula  to 
42.3  percent  of  local  economic  activity  in  Lewis  and  Clark. 

See  Technical  Appendix  I  for  a  further  discussion  of 
this  approach  and  the  detailed  estimation  algorithm. 

Step  2 

Since  the  presence  of  state  government  in  a  community 
will  impact  employment  and  population  differently,  we  feel 
that  the  most  precise  method  for  estimating  the  share  of 
property  taxes  paid  attributable  to  state  government  is  to 
divide  the  total  taxable  valuation  into  two  components: 
residential-based  and  commerical-based.  Then,  the  percen- 
tage of  local  employment  due  to  the  state  can  be  applied 
against  the  commercial-based  taxable  valuation  and  the  share 
of  local  population  can  be  applied  against  the  residential- 
based  taxable  valuation.  This  procedure  will  give  us  the 
amount  of  total  property  taxes  paid  due  to  local  economic 
activity  attributable  to  state  government. 


Although  local  officials  responsible  for  property 
appraisals  separate  all  land  into  residential  and  commercial 
categories,  none  of  the  local  appraisers  and  assessors  we 
contacted  kept  on  hand  the  totals  for  each  of  the  cate- 
gories. Fortunately,  we  had  recently,  for  a  different 
project,  hand  counted  all  the  city  of  Helena  appraisal  cards 
to  determine  the  residential/commercial  split  in  Helena. 
From  this  figure  we  estimated  residential/commercial  shares 
for  Lewis  and  Clark  County.  Finally,  we  estimated  the  other 
counties'  split  of  taxable  valuations  by  adjusting  the  Lewis 
and  Clark  figures  based  upon  different  concentrations  of 
commercial  based  employment  in  the  various  counties. 

Table  2  shows  the  results  of  this  work.  The  share  of 
county  taxable  valuation  attributable  to  commercial  property 
ranged  from  20  percent  in  Jefferson  County  to  42  percent  in 
Missoula  County. 

See  Technical  Appendix  II  for  a  more  complete  explana- 
tion of  the  procedure  and  the  necessary  equations. 

Step  3 

This  step  simply  takes  the  information  generated  in 
Steps  1  and  2  and  estimates  the  amount  of  property  taxes 
paid  in  the  county  under  study  attributable  to  state  govern- 
ment activity  in  that  county,  by  multiplying: 

o  residential-based  property  taxes  paid  by  the  share 
of  population  due  to  state  government,  and 
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o  commercial-based  property  taxes  paid  by  the  share  of 
employment  due  to  state  government. 

These  two  totals  were  then  added  together  and  appear  in 
column  7  of  Table  3.  The  percent  of  total  property  taxes 
paid  in  the  county  attributable  to  state  government  ranged 
from  15  percent  in  Missoula  County  to  44  percent  in 
Lewis  and  Clark  County. 

Step  4 

Since  services  are  provided  to  state  owned  land  and 
buildings  by  distinct  local  government  entities,  step  4 
estimates  the  property  taxes  paid  to  the  county  governments 
under  study,  the  largest  city  in  the  county,  and  the  public 
school  districts  within  the  county.  Essentially,  the  same 
procedure  used  to  derive  the  totals  shown  in  column  7  of 
Table  3  is  used  here,  except  here  we  are  looking  specifi- 
cally at  taxes  paid  to  county  government,  city  governments, 
and  public  schools,  rather  than  simply  the  total  paid  to  all 
taxing  jurisdictions  within  the  county. 

As  shown  in  Table  4,  the  shares  of  taxing  juris- 
diction's taxes  received  due  to  state  government  activity 
ranges  from  15  percent  for  those  in  Missoula  County  to 
42-44  percent  for  those  in  Lewis  and  Clark  County. 

Technical  Appendix  III  contains  the  estimation  algo- 
rithms used  to  derive  the  figures  shown  in  Table  4. 

It  is  important  to  note  that  property  taxes  are  only  a 
small  portion  of  the  total  operating  revenues  of  county  and 
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TABLE  4 

TOTAL  PROPERTY  TAXES  PAID  ATTRIBUTABLE 
TO  STATE  GOVERNMENT  IN  SELECTED 
TAXING  JURISDICTIONS  (FY  1978-79) 

($  Thousands) 


Taxing 
Jurisdiction 


County 
Gov't    ' 


City   12   3   4  P^lic 

Gov't    '''  Schools    ' 


State  as 
%of  Total 


Deer  Lodge  County 
Anaconda 
School  Districts 


368 


133 


846 


23.5 
23.6 
23.5 


Gallatin  County 
Bozeman 
School  Districts 


643 


446 


2,336 


29.7 
29.5 
29.7 


Jefferson  County 
Boulder 
School  Districts 


151 


17 


507 


34.2 
34.7 
34.2 


Lewis  &  Clark  County 
Helena 
School  Districts 


1,268 


1,604 


3,946 


44.0 
42.2 
44.0 


Missoula  County 
Missoula 
School  Districts 


756 


635 


2,781 


15.0 
15.0 
15.0 


Powell  County 

Deer  Lodge 
School  Districts 


148 


64 


434 


30.1 
30.2 
30.1 


Sources:   1)   Report  of  the  State  Department  of  Revenue, 

Montana  Department  of  Revenue,  1978 

2)  Montana  Property  Tax  Mill  Levies,  1978-79, 

Montana  Taxpayers  Association,  1979 

3)  Montana  Property  Taxation,  1979, 

Montana  Taxpayers  Association,  L979 

4)  Western  Analysis,  Inc.,  Helena,  Montana 
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city  governments,  and  public  school  districts.  They 
normally  account  for  less  than  half  of  these  operating 
budgets.  Since  the  remainder  of  the  revenue  in  most  cities 
and  counties,  and  all  school  districts,  is  due  to  inter- 
governmental revenues,  and  because  these  revenues  are 
closely  linked  to  population  levels,  we  feel  it  is  fair  to 
assume  that  the  share  of  property  taxes  paid  due  to  state 
government  is  a  good  proxy  for  state  governments  contribu- 
tion to  the  share  of  total  operating  revenues.  Our  justi- 
fication for  this  is  the  fact  that  the  percentages  shown  in 
column  4  of  Table  4  are  similar  to  the  shares  of  population 
due  to  state  government  in  the  respective  counties. 

Step  5 

Here  we  estimate  the  taxable  valuation  of  the  state- 
owned  land  and  buildings,  if  it  were  assessed  and  taxed,  in 
both  the  county  and  respective  city,  and  develop  a  ratio  of 
this  taxable  valuation  to  the  total  taxable  valuation  in  the 
county  and  city.  Table  5  contains  the  figures  for  the 
counties  and  Table  6  contains  the  figures  for  the  cities. 
The  third  column  in  both  tables  expresses  the  percent  of 
total  taxable  value  attributable  to  state-owned  property. 

During  this  step  we  attempt  to  estimate  the  share  of 
county  and  city  tax-supported  operating  costs  caused  by  the 
state-owned  property.  A  key  assumption  driving  this  process 
is  that  the  properties  share  of  taxable  valuation  is 
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TABLE  5 


ESTIMATED  TAXABLE  VALUATION  OF  STATE-OWNED 
PROPERTY*  IN  SELECTED  COUNTIES  (FY  1978-79) 


($  Thousands) 


County 


Deer  Lodge 

Gallatin 

Jefferson 

Lewis  &  Clark 

Missoula 

Powell 


Taxable  Valuation 


1  3 
State  Property  ' 

(Land  &  Buildings) 


$1,330 
5,582 

561 
3,266 
4,557 

794 


Total' 


$18,506 

52,069 

8,822 

53,576 

115,361 
11,560 


State  as 
%  of  Total** 


7.1 
9.7 
6.0 
5.7 
3.8 
6.4 


Sources:  1) 
2) 
3) 


Schedule  of  State  Properties  as  of  July  1,  1980, 
Montana  Department  of  Administration,  1980. 

Montana  Property  Tax  Mill  Levies,  1978-79, 
Montana  Taxpayers  Association,  1979 

Western  Analysis,  Inc.,  Helena,  Montana 


Notes:   *Excludes  school  trust  land  and  undeveloped  land  owned  by 
Department  of  Fish,  Wildlife  and  Parks. 
**Total  as  defined  here  includes  total  taxable  valuation  shown 

in  column  2  plus  estimated  taxable  valuation  shown  in  column  1. 
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directly  related  to  its  use  of  local  government  services, 
and  consequently  cost  to  local  government.   Clearly,  this 
does  not  have  to  be  the  case,  but  economic  theories  con- 
cerning property  taxation  leads  one  to  conclude  that  it  is  a 
fair  assumption. 

In  the  six  counties  under  study  the  share  of  taxable 
valuation  attributable  to  state  government  is  shown  in  Table 
5  and  ranges  from  3.8  percent  in  Missoula  to  9.7  percent  in 
Gallatin.  For  the  respective  cities,  shown  in  Table  6,  the 
share  ranges  from  .3  percent  in  Anaconda  to  40.5  percent  in 
Boulder. 

Technical  Appendix  IV  contains  a  detailed  description 
of  this  procedure. 

Step  6 

The  right  hand  column  of  Table  7  shows  the  fiscal 
benefit/cost  ratio  of  state  government  activity  in  the 
twelve  taxing  jurisdictions  under  study.  Benefits  here  are 
defined  as  the  impact  of  state  government  on  local  employ- 
ment and  population,  expressed  as  a  percentage  share  attribu- 
table to  the  state  of  property  taxes  paid  to  the  taxing 
jurisdiction.  Costs  are  based  on  the  assumption  that  the 
share  of  total  taxable  valuation  in  the  jurisdiction 
attributable  to  state-owned  property  is  a  good  proxy  for  the 
local  costs  of  servicing  that  property,  and  expressed  as  the 
state  properties  percentage  share  of  total  taxable 
valuation. 
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TABLE  6 

ESTIMATED  TAXABLE  VALUATION  OF 
STATE  OWNED  PROPERTY  IN  SELECTED 
CITIES  (FY  1978-79) 

($  Thousands) 


City 


Taxable  Valuation 


13  4 
State  Property  '  ' 

(Land  &  Buildings) 


Total2 

Sta 
%  of 

te  as 
Total* 

$  5,421 

.3 

18,735 

22.6 

720 

40.5 

30,373 

9.3 

45,618 

8.8 

3,288  . 

1.1 

Anaconda 

Bozeman 

Boulder 

Helena 

Missoula 

Deer  Lodge 


$   16 

5,486 

491 

3,132 

4,420 

37 


Sources:   1)   Schedule  of  State  Properties  as  of  July  1,  1980, 

Montana  Department  of  Administration,  1980. 

Montana  Property  Tax  Mill  Levies,  1978-79, 
Montana  Taxpayers  Association,  1979 

Western  Analysis,  Inc.,  Helena,  Montana 

Communication  with  Andi  Merrill, 

Montana  Legislative  Council,  1980. 


2) 

3) 
4) 


Note:   *  Total  as  defined  here  includes  total  taxable  valuation 
shown  in  Column  2  plus  estimated  taxable  valuation 
shown  in  Column  1. 
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TABLE  7 

BENEFIT/COST  RATIOS  FOR  STATE-OWNED 
PROPERTY  IN  SELECTED  TAXING  JURISDICTIONS  (FY  1978-79) 


Taxing 
Jurisdiction 


Employment/ 
Population  Impact 
(Benefits)  as  % 
of  Taxes  Paid 


Costs  as  %  of 
Taxable  Valuation' 


Benefits/Costs 


Deer  Lodge 

Anaconda 


23.5 


23.6 


7.1 


.3 


$3.30/$1.00 
78.60/1.00 


Gallatin 

Bozeman 


29.7 


29.5 


9.7 


22.6 


3.10/1.00 
1.30/1.00 


Jefferson 

Boulder 


34.2 


34.7 


6.0 


40.5 


5.70/1.00 
.90/1.00 


Lewis  &  Clark 
Helena 


44.0 


42.2 


5.7 


9.3 


7.70/1.00 
4.50/1.00 


Missoula 

Missoula 


15.0 


15.0 


3.8 


8.8 


3.90/1.00 
1.70/1.00 


Powell 

Deer  Lodge 


30.1 


30.2 


6.4 


1.1 


4.70/1.00 
27.40/1.00 


Sources:   1)   From  Table  4 

2)   From  Tables  5  and  6 
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The  benefit/cost  ratios  shown  mean  that  for  every 
dollar  of  costs  to  the  local  government  for  providing 
services  to  the  state  property,  there  were  (amount  shown  in 
column  3 )  dollars  of  taxes  generated  to  the  local  government 
due  to  the  presence  of  state  government  activity.  For 
example,  in  Deer  Lodge  County  state  goverment  employment  and 
activity  resulted  in  $3.30  of  taxes  paid  to  the  county  for 
every  $1  of  costs  to  the  county  for  providing  services  to 
the  state  property. 

BENEFIT/COST  IMPLICATIONS 

Several  preliminary  conclusions  can  be  made  concerning 
the  benefits  to  local  government  of  state  government 
activity  and  the  costs  of  servicing  state  government 
property. 

o  For  the  counties,  benefits  are  significantly  greater 
than  costs.  The  lowest  benefit/cost  ratio  (3.1:1)  was  in 
Gallatin  County.  In  other  words,  in  the  worst  case  there 
were  roughly  $3  of  taxes  induced  by  the  state  for  every  $1 
of  costs  to  provide  services  to  the  state  property.  Lewis 
and  Clark  County  appears  the  best  off,  with  $7.70  of 
benefits  for  each  $1.00  of  costs. 

o   The  cities  studied  have  a  much  greater  range  of 
benefit/cost  ratios.   Cities  like  Anaconda  and  Deer  Lodge, 
where  the  state  institutions  lie  outside  the  city  limits, 
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ostensibly  not  demanding  city  services,  show  extremely 
favorable  ratios.  Benefits  apparently  outweigh  costs  in 
each  of  the  cities  except  Boulder,  where  the  benefit/cost 
ratio  is  less  than  one.  This  indicates  that  in  this  tax 
jurisdiction  only,  the  costs  of  providing  services  to  state 
property  outweighs  the  benefits.  This  is  not  surprising, 
given  the  large  share  of  Boulder  taxable  value  attributable 
to  the  institution  located  there. 

o  The  principal  qualification  of  this  report  lies 
with  the  cost  side  of  the  benefit/cost  ratio.  We  have  made 
a  rigorous  attempt  at  estimating  the  economic  benefits  of 
state  government  activity.  The  other  half  of  the  benefit/ 
cost  ratio,  the  costs  of  providing  services  to  the  state 
property,  should  be  interpreted  with  caution  since  only  a 
proxy  for  costs  was  used.  We  strongly  recommend  that  hard 
data  on  cost  of  services  ultimately  be  used  to  provide  a 
more  definitive  ratio. 

Additional  qualifications  are: 

o  Benefits  have  been  understated  since  no  provision 
was  made  to  include  the  positive  impact  of  the  legislature 
in  Helena,  university  events  attracting  outside  visitors  in 
Missoula  and  Bozeman,  or  incoming  travel  to  the  local  areas 
as  a  result  of  conducting  business  with  the  state. 

o  The  real  world  approach  to  assessing  property, 
levying  taxes,  and  providing  services  limits  the  validity  of 
our  assumption  that  taxable  values  are  related  to  costs  of 
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services.  However,  the  qualification  is  not  as  serious  for 
the  broad,  aggregate  type  of  study  we  have  done. 

o  Only  property  taxes  paid  and  tax-supported  local 
government  expenditures  have  been  assessed.  Intergovern- 
mental revenues,  and  subsequent  expenditures,  have  not  been 
evaluated. 

o  Local  government  revenues  generated  by  user  fees 
have  not  been  included  for  analysis.  It  is  assumed  that 
these  revenues  cover  the  costs  of  service. 

o  Certain  state  properties,  most  notably  institutions, 
have  some  fee-for-service  arrangements  with  local  govern- 
ments. Those  are  relatively  small  and  have  been  excluded 
from  this  analysis. 

This  report  has  generated  a  great  deal  of  interest  on 
the  part  of  local  governments,  particularly  Helena.  We 
would  like  to  point  out  that  all  of  the  comments  we  are 
aware  of  have  been  directed  to  our  findings  regarding  the 
"costs"  side  of  the  ratio.  In  general,  we  feel  that  our 
approach  to  the  problem  is  thoroughly  defensible  given  the 
data  constraints,  and  that  we  have  adequately  explained  our 
methodology  and  given  proper  emphasis  to  the  many  qualifi- 
cations inherent  in  a  study  of  this  nature. 

One  of  the  qualifications  to  the  estimation  of  costs 
was  stated  above;  that  real  world  practices  of  assessing 
property  and  providing  services  are  not  closely  linked, 
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i.e.,  shares  of  t  axable  value  are  not  necessarily  related  to 
shares  of  costs  of  services.  While  this  is  not  as  signifi- 
cant a  problem  in  the  aggregate  context  we  have  used,  it  may 
be  a  serious  problem  when  trying  to  estimate  the  cost  of 
specific  services,  or  to  individual  parcels.  Unfortunately, 
the  "fair  share"  approach  to  cost  estimation  promoted  by  the 
City  of  Helena  is  also  based  on  taxable  values  and,  in 
addition,  is  related  to  specific  services.  It  is  thus 
subject  to  relatively  more  serious  qualifications. 

More  specifically,  we  wish  to  respond  to  the  City  of 
Helena's  comments  as  they  appeared  in  the  Independent 
Record,  August  22,  1980.  The  city  contends  that  our  draft 
report  underestimated  costs  imposed  upon  the  city  as  a 
result  of  state  facilities  being  located  in  the  city  because 
the  analysis  failed  to  include  the  cost  of  providing 
services  to  the  residences  of  state  employees.  The  city 
further  contends  that  since  it  is  currently  spending  every 
tax  dollar  it  receives  to  provide  services  to  the  taxpayers, 
state  facilities  are  being  subsidized. 

Mr.  Verwolf,  Acting  City  Manager,  implies  that  tax- 
payers in  Helena  are  worse  off  than  their  counterparts  in 
similar  sized  cities,  because  of  the  need  to  subsidize 
state-owned  property.  Table  8  refutes  this  contention,  and 
demonstrates  that  not  only  is  the  mill  levy  in  Helena  the 
lowest  of  all  cities  shown,  but  that  it  has  actually 
decreased  since  FY  72-73,  a  period  of  rapid  growth  in  state 
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TABLE  8 


MILL  LEVIES  IN  SELECTED  MONTANA  CITIES 
(FY  73-FY  79) 


1972-1973       1978-1979 


Helena  70.7  64.3 

Missoula  64.7  76.7 

Bozeman  62.0  79.0 

Great  Falls  74.9  80.7 

Billings  69.7  69.3 

Kalispell  57.3  75.6 


7 

A; 

Increase 

(Decrease ) 

(9 

1) 

18 

.5 

27 

.4 

7 

.7 

( 

■  6) 

31 

.9 

Source:    Montana  Property  Taxation,  Montana  Taxpayers 
Association,  selected  reports. 
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government.  Furthermore,  Helena's  mill  levy  is  today  15 
percent  lower  than  the  average  for  all  state  cities  over 
10,000  in  population.  One  could  conclude  that  the  level  of 
state  government  activity  in  Helena  has  actually  contributed 
to  the  advantages  Helena  taxpayers  apparently  enjoy. 

We  acknowledge  that  the  presence  of  state  employees  in 
a  community  may  result  in  a  city  experiencing  costs  for 
municipal  services.  Nevertheless,  we  do  not  agree  with  the 
city's  contention  that  the  costs  of  providing  services  to 
state  employees  is  germane  to  this  analysis. 

The  state  and  state  employees  are  distinct  conceptual 
and  legal  entities.  The  state,  as  employer,  exercises 
supervision  over  its  personnel  only  in  matters  pertaining  to 
the  conduct  of  state  business.  Off  duty,  in  their  resi- 
dences, and  their  community,  state  employees  have  all  the 
rights,  privileges,  and  prerogatives  of  any  other  private 
citizen  including  the  right  to  petition  their  municipal 
government  for  services.  In  such  instances,  it  is  the 
employee  and  not  the  state  whose  demands,  when  ratified  by 
city  government,  generate  municipal  expense.  It  is  a  sub- 
stantial leap  in  public  policy  to  suggest,  as  the  city  has, 
that  an  employer  is  directly  responsible  for  funding  the 
public  spending  preferences  of  its  employees  as  implemented 
by  municipal  government. 

The  city's  acknowledgement  that  it  is  currently 
exhausting  available  revenue  in  the  provision  of  city 
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services  is  also  irrelevant  to  the  question  at  hand.  What 
is  at  issue  is  the  relationship  between  the  benefits  induced 
by  and  the  cost  of  servicing  state  facilities,  not  how  much 
the  city  spends.  The  level  of  city  expenditure  is  a  matter 
of  choice.  Sections  7-32-4106  and  7-33-4103  MCA,  give  sole 
authority  for  determining  overall  spending  levels  for  police 
and  fire  protection  services  to  the  city  council.  Other 
statutes  give  similar  authority  regarding  other  municipal 
services . 

The  grants  of  authority  to  municipal  government  estab- 
lish the  cities  discretion  over  the  level  of  municipal 
expenditures.  The  State  of  Montana  did  not  compel  the  City 
of  Helena  to  increase  the  number  of  city  firemen  as  it  has 
done  in  its  1981  budget,  nor  did  it  dictate  the  personnel 
level  in  the  Police  Department.  Those  expenditures,  and 
others  in  the  City  of  Helena,  or  any  city  with  a  state 
facility,  were  made  at  the  discretion  of  city  government. 

To  accept  the  city's  logic  that  by  exhausting  all 
available  revenue  it  subsidizes  the  state  has  the  de  facto 
effect  of  absolving  the  city  from  its  responsibility  of 
establishing  a  prudent  municipal  budget.  It  would  be  a 
subsantial  leap  in  public  policy  to  grant  aid  to  a  city  on 
the  basis  it  can  currently  spend  every  dime  available. 

We  feel  we  have  demonstrated  that  the  presence  of  large 
state  payrolls  is  a  plus  for  the  communities  which  enjoy 
them.   In  some  cases,  such  as  the  city  of  Boulder,  there  may 
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be  fiscal  imbalances,  but  overall  the  positive  economic 
benefits  appear  to  outweigh  the  costs  of  providing  services 
to  the  state-owned  property.  Comparative  mill  levy  data 
support  the  contention  that  taxpayers  in  those  communities 
under  study  are  not  suffering  because  of  the  alleged  subsidy 
of  nontaxed  property,  but,  on  the  contrary,  may  be  benefit- 
ting because  of  it.  Additionally,  those  areas  with  large 
concentrations  of  state  government  activity  are  among  the 
fastest  growing,  wealthiest,  and  most  stable  communities  in 
the  state. 

In  our  judgment  the  issue  of  costs  and  benefits  of 
state-owned  property,  and  corrective  measures  to  mitigate 
alleged  imbalances,  must  ultimately  be  resolved  on  the  basis 
of  political  and  philosophical  attitudes  toward  taxing  and 
wealth  redistribution.  The  issue  is  broader  than  just 
state-owned  property,  its  debate  and  ultimate  resolution 
will  bear  upon  all  tax-free  property,  including  that  owned 
by  religious  entities  and  local  government.  Historical 
precedent  in  the  development  of  tax  law  and  practice  has 
established  that  the  overall  benefits  of  religious  and 
public  property  outweigh  the  associated  costs,  and  that 
since  these  facilities  serve  only  the  public  good,  and  have 
no  easily  definable  market  value,  they  are  exempt  from 
property  taxation.  Finally,  it  is  clear  that  the  existing 
pattern  of  wealth  redistribution  from  the  75  percent  of  the 
state's  population  to  the  six  study  areas,  which  have  75 
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percent  of  state  government  employment  and  only  25  percent 
of  state  population,  will  only  be  further  increased  in  the 
event  a  fee-for-services  program  were  implemented.  It  can 
be  argued  that  the  state  of  Montana  has  an  obligation  to 
encourage  the  redistribution  of  taxpayers  wealth  only  to  the 
extent  it  is  necessary  to  support  explicit  policies  and 
programs  mandated  by  the  will  of  the  people,  and  not 
further . 
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TECHNICAL  APPENDIX  I 

Employment  Impact 

Method  1)  Utilizes  a  statewide  basic  employment  multiplier 
(3.023  secondary  jobs  for  every  basic  job)  and  adjusts  for 
service  concentration  (i.e.,  higher  levels  of  trade  and 
services  in  market  centers )  through  the  use  of  a  gravity 
model  which  serves  as  a  proxy  for  trade  leakages  from  each 
county. 

Method  2)  Utilizes  a  statewide  basic  employment  multiplier 
and  assumes  the  secondary  impact  of  all  state  workers  is  the 
same  regardless  of  basic/non-basic  distinctions.  This  is 
more  of  a  household  type  multiplier  within  an  I/O  framework. 
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Population  Impact 

Method  1:  The  basic  population  multiplier  of  7.09  (i.e., 
ratio  of  population  per  basic  job)  was  generated  using 
regression  analysis  where: 

Population-  =  f  (Basic  Employment.,  Non-Basic  Employment-) 
Fitted  values  using  basic  and  non-basic  employment  data  from 
the  Department  of  Community  Affairs  (MASS  model)  produced 
the  following  equations: 


I)  /\   Pop  =  414.1  +  2.23  /\  Basic  +  .  92  /^  Non-Basic 

1970-78       1970-78 
t  =  5.59  t  =  9.30 

F  =  164.44      R2  =  .86 


II)   Pop  =  1.31  +  7.09  Basic 

t7=    33.91 
F  =  4405.19     R   =  .96 


III)  Pop  =  1982.82  +2.67  NonBasic 

t  =  59.67 
F  =  3560.19     R   =  .99 


Using  the  (average)  ratio  of  population  impacts  of  basic  to 
non-basic  jobs  (2.535)  and  the  statewide  ratio  of  employment 
to  population  (2.25);  solving  we  have: 


Pop-  =  4.136  (Basic)  +  1.63  (Non-Basic) 
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Method  2:  Utilizes  a  basic  employment/population  multiplier 
where  only  first  round  effects  are  considered.  In  other 
words,  every  basic  job  generates  4.136  people  versus  the 
7.09X  effect  when  secondary  employment  and  population 
effects  are  analyzed. 


Income  Impact 

Utilizes  average  wage  and  salary  benefits  per  state 
employee,  average  operating  expenses  spent  locally  and  an 
average  statewide  income  multiplier  for  those  sectors  most 
likely  to  be  affected  by  state  spending.  The  multiplier  is 
derived  from  the  1975  Montana  Input/Output  Tables, 
Department  of  Community  Affairs. 
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Estimation  Algorithms 


Employment  Impact 


Method  1)   %  EMPi  =  (((3.023  x  G)  x  B.)+B-)/TE. 
Method  2)  %  EMP.^  =  ((3.023  x  G.)  x  SE.)/TE- 


Population  Impact 


Method  1)  %  PGP^  =  (7.09  x  B . )/(P0P . -S . ) 

Method  2)  %  POP.  =  (4.136  x  SE . )/( POP . -S . ) 

l  l  '   v    l   l  ' 


Income  Impact 


1)   %Yi=  ((SEi  x  13000)+( ( (SE.  x  8000)+(S.  x  1000))  x  .20) 

x  G.  )  x  1.78)/Y. 
where 
B.  =  TE.  X   ( (SE/TE. )/(SE  /TE  ))_1-1 


Gi  ±  T  !f?i 


aij2 
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and 

%  EMP-  =  percent  of  total  employment  county  i 

3.023   =  statewide  basic  employment  miltiplier 

B-     =  state  government  employment  which  is  basic 

to  county  i 

TE.     =  total  employment  county  i 

SE •     =  state  government  employment  county  i 

SE     =  state  government  employment-Montana 

TE      =  total  employment-Montana 

G.      =  trade  leakage  county  i 

POP-    =  population  county  i 

,    2   =  squared  distance  between  county  i  and  j 

ij 

%POP-  =  percent  of  population  county  i 

POP-    =  population  county  i 

7.09   =  population  multiplier  for  basic  employment 

with  second  round  effects 

S.      =  FTE  adjusted  university  enrollment  county  i 

4.136   =  population  multiplier  per  basic  employment 

without  second  round  effects 

%Y-     =  percent  of  income  county  i 

13000   =  average  salary  and  benefits  for  state  employer 

8000    =  average  overhead  and  operating  expenses  per 

state  employee 

.20    =  expenditure-income  conversion  factor 

1.78   =  I/O  average  total  receipts  multiplier 

Y .      =  income  county  i 

1000    =  average  student  expenditure 
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TECHNICAL  APPENDIX  II 

Table  9 

Residential-and  Commercial-Based 
Taxable  Valuation  in  Helena  and 
Lewis  and  Clark  County  (FY  1978-79) 
($  Millions) 


Total  taxable  value 

Total  Land  &  Improvements 
Commercial 
Residential 


Helena 

$30.4 

19. 51 

6.02 

13.5 

Lewis  &  Clark  County 

$53.6 

3 
31.8 

7.82 

24.0 


Total  Personal  Property 
Commercial 
Residential 


6.5 
3.42 
3.1 


13.6' 
3.8" 
9.8 


Total  Commercial* 
Total  Residential* 


13.9**  (45%) 
16.5    (55%) 


19.8**  (37%) 
33.8    (73%) 


Sources:   1)    Lewis  &  Clark  County  Assessor,  1980 

2)  Western  Analysis,  Inc.,  1979 

3 )  Report  of  the  State  Department  of  Revenue, 
Montana  Department  of  Revenue,  1978. 


Notes :   *  May  not  add  due  to  rounding 

**  Includes  state  allocations  and  locally  assessed 
utilities. 
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To  derive  total  commercial-based  employment  in  each 

county  shown  in  Table  2,   Column  1,  U.S.  Department  of 

Commerce  county-specific  employment  data  available  at  the 

Department  of  Community  Affairs  is  used  in  the  following 

manner: 

CE.  =  PE  «.  +  (TE.  -  FE-  -  NFE  „  -  NFE-  -  NFE  ) 
1     nf    v   1     1      as      l      g' 


commercial-based  employment  county  i 
non-farm   proprietors   employment   county   i 
total  wage  and  salary  employment  county  i 
farm  wage  and  salary  employment  county  i 
agricultural  services,  etc.,  non-farm  private 
wage  and  salary  employment  county  i 
construction,  non-farm  private  wage  and 
salary  employment  county  i 

non-farm  government  wage  and  salary  employment 
county  i 


The  estimation  algorithm  for  using  Lewis  and  Clark  and 
Helena  residential/commercial  percentages,  adjusted  for 
different  concentrations  of  commercial-based  employment,  as 
a  proxy  to  determine  the  other  counties  shares  is  as 
follows : 


whe 

re: 

CEi 

- 

PEnf 

= 

TEi 

= 

FE. 

l 

= 

NFE 
as 

NFE- 

l 

NFE 

g 

CTVi   =   CVTEi   x  .37 
.63 
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where: 


CTV^   =    commercial-based  taxable  valuation  county  i 

TE.    =    total  employment  county  i 

CE-        commercial-based  employment  county  i 

•63        commercial-based   employment   in   Lewis   and 

Clark  County 
•37       commercial-based  taxable  valuation  in  Lewis 

and  Clark  County 
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TECHNICAL  APPENDIX  III 

The  estimation  algorithm  used  to  derive  the  dollar 

amount  of  property  taxes  paid,  due  to  state  government,  to 

county  governments  and  public  school  districts  is  as  follows 

GT -  =  ( TT .  x  CTV   x  CP . )  +  ( TT .  x  RTV .  x  RP . ) 
3  l      l '    x   3       l      l ' 

property  taxes  paid  to  taxing  jurisdiction  j 

due  to  state  government 

total  property  taxes  paid  to  taxing 

jurisdiction  j 

share  of  commercial-based  taxable  valuation 

county  i 

share  of  employment  county  i  due  to  state 

government 

share  of  residential-based  taxable  valuation 

county  i 

share  of  population  county  i  due  to  state 

government. 

The  algorithm  to  be  used  when  estimating  the  dollar 

amount  of  property  taxes  paid,  due  to  state  government,  to 

the  city  government  is  as  follows: 

GT .  =  ( TT ■  X  CTV   x  CP . ) + ( TT ■  X  RTV   x  RP . ) 
J         J         C       1       J         C       1 

+  ( TT   x  RP  •  ) 

x   s      l  ' 


J 

where: 

GT- 

= 

TT. 

= 

CTVi 

= 

CP- 

1 

- 

RTV. 

l 

= 

RP. 

l 

= 

33 


where: 


and: 


GT .   =    property  taxes  paid  to  taxing  jurisdiction  j 

due  to  state  government 
TT   =    total  property  taxes  paid  to  taxing 

jurisdiction  j* 

CTV   =     share  of  commercial -based  taxable 
c 

valuation  city  c 

CP  •   =     share  of  employment  county  i  due  to  state 

government 

RTV   =     share  of  residential-based  taxable  valuation 
c 

city  c 
RP .  -  share  of  population  county  i  due  to  state 

government; 
TT    =     property  taxes  paid  for  SID's  city  c. 


CTV   =     1.22  x  CTV, 


Note:  *  Our  analysis  of  taxable  valuations  in  Helena, 
shown  in  Table  8,  revealed  that  the  commercial/ 
residential  split  was  45/55.  45  percent  is  22 
percent  greater  than  the  37/73  split  found  in 
Lewis  and  Clark  County.  To  adjust  for  the 
obviously  greater  concentration  of  commercial 
activity  in  cities,  as  opposed  to  counties,  we 
simply  increased  the  commercial-based  share  in  the 
counties  by  22%  to  arrive  at  commercial-based 
shares  in  the  respective  cities. 
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TECHNICAL  APPENDIX  IV 

The  information  on  values  of  state-owned  land  and 
buildings  was  developed  by  the  Insurance  and  Legal  Division 
of  the  Department  of  Administration.  We  assumed  that  the 
depreciated  value  of  the  property  was  "market"  value,  and 
that  the  "contents"  listed  represented  taxable  personal 
property.  A  complete  list  of  the  state-owned  land  and 
buildings  in  the  six-counties  will  be  furnished  to  the 
Committee  by  the  staff  of  the  Legislative  Council. 

The  algorithms  used  are  as  follows: 

County 

STV.  =  (MVP-  x  .5  x  .0855)+(MVC.  x  .5  x  .13) 
l    v    l  l 

City 

STV   =  (MVP.  x  .5  x  .0855)+(MVC   x  .5  x  .13) 
C        1  c 

where: 

STV.  =    taxable  value  of  state-owned  property  county  i 
MVP.  =    market  value  of  state-owned  property  county  i, 
as  reported  by  Department  of  Administration; 

MVC .  =    market  value  of  contents  of  state-owned 

l 

property  county  i,  as  reported  by  the  Department 

of  Administration; 
STV  =    taxable  value  of  state-owned  property  city  c 
MVP   =    market  value  of  state-owned  property  city  c, 

as  reported  by  the  Department  of  Administration; 
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MVCc  =    market  value  of  contents  of  state-owned 

property  city  c,  as  reported  by  Department  of 
Administration; 

•5    =     downward  adjustment  factor  to  account  for  the 

fact  that  market  value  used  by  local  appraisers 
is   roughly  one-half  of  real  market  value 

.0855  =    statutory  ratio  of  taxable  value  to  market 
value  for  land  and  buildings; 

.13   =     statutory  ratio  of  taxable  value  to  market 
value  for  personal  property. 
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APPENDIX  H 

TESTIMONY  ON  BEHALF  OF  THE  CITY  OF  HELENA 

Mr.    Chairman,    members  of  the   Committee,    I   am   James   Nybo.      I    am  an 
elected   member  of  the    Helena  City   Commission   and    I    appear   today  on 
behalf  of  the   City  of  Helena.      For  your   information,    I    am   a   professional 
economist  and    I    have   had   a   major   hand    in    framing  our  comments  to  you. 
After    I    have  presented  our   statement    I    would   be  pleased   to  answer  any 
questions   you   may   have. 

Let  me   say  at  the  outset  that   the   City  of   Helena   very   much  appreciates 
that  the  Montana    Legislature  is  concerned  with  the  matter  of  the  costs 
of  providing   municipal   services  to  tax-exempt   state-owned   properties. 
Furthermore,    we  appreciate   having   the  opportunity   to  present  our  comments 
to  your  committee.      I    hope  that   when    I    have   finished   you   will   feel   that  our 
remarks    have  been   both   substantive  and  constructive. 

Mr.  Chairman,  after  a  careful  review  of  both  drafts  of  your  report  on  the 
impacts  of  state-owned  property  in  local  taxing  jurisdictions,  we  find  that 
it  suffers  from  a  lack  of  understanding  of  the  role  and  fiscal  structure  of 
a  city,  and  that  its  critical  findings  are  simply  incorrect.  With  that  said, 
I  want  to  add  that  we  also  feel  that  much  of  the  report,  including  the 
quantitative  analysis  of  economic  activity  attributable  to  state  government, 
appears   to  be  well   done  and   useful. 

MUNICIPAL  SERVICES    AND    FISCAL  STRUCTURE 

If   the   numbers   in    the    report  are   correct,    some    42   percent  of  all   economic 
activity   in    Lewis  and   Clark   County,    direct   and   indirect,    is  attributable   to 
the   presence  of  stale   government   here.      The   City  of  Helena   is   honored   to 
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be   the  capital   city,    we  have  a   long   tradition  of  cooperative   relations  with 
state   government,    and   we  are   in   every   way   pleased    to   have   the   increased 
economic  activity  take  place   in   our  area.      But   you   must  understand  what  a 
city   is.      By    law   and   practice,    a  city   has   rather   narrow   responsibilities: 
we  provide  essential   basic   services  to  benefit   the   health,    welfare,    and 
safety  of  the  public.      In   the   City  of  Helena,    I    can   arrange  our   responsi- 
bilities  in  order  of  their   total   level  of  expenditures,    like   ingredients  on  a 
cereal   box:      utilities    (water,    sanitation,    sewage),   32%   of  our  annual   budget ; 
public   safety    (police  and   fire),  20%     ,    public   services    (streets,    building 
inspection,    engineering  and   street   lighting)  ,1 9%    ;      debt   retirement    (parking, 
water,    sewer,    airport,    fire   station),      7%;    parks  and   recreation,     8%;   general 
government,      8%;    and   parking,    city-county  departments  such  as  the  library 
and   miscellaneous,    6o.      You   don't   have   to  be  an  economist  to  understand 
that  as  our   population   grows,    and   as  commercial   and  governmental   installations 
grow,      so  do  demands   for   these  essential   basic  services.      And  as   service 
requirements   grow,    so  do  costs.      Fifty-one  percent  of  our   budget   goes  to 
personal    services,    with   the   balance  going  to  maintenance  and  operation, 
capital  outlay,    and  debt    service. 

A  four  year   review   of  expenditures  by  categories   is  outlined   below: 


FY    73  FY    79  FY    80  FY    81 


Personal   Services 
Maintenance   &   Operation 
Capital   Outlay 
Debt   Service 


56°0 

5U°o 

54% 

51  °o 

2  7°o 

31% 

30% 

36% 
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to  cut   back   on   capital  outlays  over  the  last   four   years  while   increased 
operating   expenditures  driven  by   inflation  and   soaring  energy  prices 
captured  an   increasing   proportion  of  our  city  budget  as  debt  expenditures 
have   remained   fairly   constant. 

Expenditures   by    functional   categories   for   the  same   four  years  were: 

FY    78  FY    79  FY    80  FY    81 

Public;  Safety 

Public  Services 

Utilities 

General   Government 

Parks   &    Recreation 

Debt 

Other 

The  following   break   down  of  the  revenue  structure  of  the  City  of 
Helena   demonstrates  the  degree  to  which  we  have  moved  away   from 
the  property   tax  as   the  major   source  of  revenues  used   to  fund  our 
city  operations  and   the   increased  emphasis  we  have  placed  upon 
user   fees  and   service  charges.      This  change  in   revenue  structure  is 
not  adequately   reflected  in  the  report  and,   therefore,   contributes 
to   the   erroneous  inferences  and  conclusions  made  by   the  authors. 
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Properly    tax 

Utilities 

Other   Service   Clung  :s 

Finos   &    Forfieturcs 

Licenses   £    Permils 

Intergovernmental    Revenues 

Other   Revenues 
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The   key  question   facing   the  committee, and    I    believe   the  key  question  that 
your  consultants  were  asked   to  examine,    is   what  are  the   fiscal   benefits  of 
state-owned   property  on   a    local   taxing  jurisdiction.      That  is  what   the 
contract   between  Western   Analysis,    Inc.    and    the   Legislative  Council 
stated   would   be  examined,    but    I    read   on   page  one  of  the   report  that  the 
purpose  is  to  examine   the  economic  benefits.      The  direct   fiscal   impact  on 
local    service   providers  and   the  total    direct  and   indirect   economic  activity 
attributable   to   state  government  are   not  the  same  thing. 

Mr.    Chairman  and   members  of  the   Committee,    there   is  a   distinction   between 
fiscal   and   economic  benefits  which   goes  to  the  very   heart  of  the  matter  before 
you.      Fiscal   benefits   relate  to  the  direct   revenues  and  expenditures  associated 
with   state   government.      Economic  benefits  deal   much  more  broadly  with  direct 
and   indirect   population,    employment,    and    income   flows.      In   a   way,    you  can 
consider   the   City   of   Helena   as   being   somewhat   similar  to  the  Safeway   store 
just   down   the   street.      The   presence  of  state  government   in    Helena   brings 
many  customers  to  Safeway,    each  of  whom   individually  demand   services  and 
pay   for  them.      But  should  Safeway   be  expected   to  provide  free  groceries  to 
state  government   just   because   state  employees  shop   there,    or   should   the 
state  employees  and  other  Safeway   customers  be  expected   to  pay  more  for 
their   items   so  that   free  groceries  can   be  given   to   the   state?      In   Helena, 
when   someone  demands  city   services,    they   come  to  us.      We  provide  the 
services  and   in    turn   they  [Day   for   them   through   their   property    taxes. 

The   point    is   that   the;   city   receives  tax    revenues  from   state  employees  and 
others,    some  of  whom   draw    their    living   directly   or   indirectly   from   the 
presence   of   state   government   here,    and   we   also   provide   basic   services 
to  these  homes   and  businesses.      In   addition,    we  are  expected   to  provide 
essential    services   to   a   vast   array   of   state -owned   property   which   is   exempt 
from   paying   property   taxes.  H_4 


If  the  methodology   is   indeed   valid,    then   lets   look   at  the   recently  constructed 
federal   building,    which   is   privately  owned,    and   the  Mountain   Bell  state 
headquarters,    located    in    Helena. 

Applying   the   methodology   to  these  cases  may   help  clarify   the  matter.      If 
the   fiscal    benefits  of  having   state   installations   surpasses  the  costs, 
then   shouldn't  the   same   logic   hold   for  Mountain    Bell?     They   have  offices 
and    facilities   in    Helena,    they   have  a    large  number  of  employees,    they 
service  people  throughout   the   state  and   they   are  concentrated   dispro- 
portionately  in    Helena.      Their  employees  pay   property   taxes  and  the  company 
buys   goods  and   services   from    local   businesses.      Why   should   they   have  to 
pay   property   taxes?     Who  would   pay    for   their   services   if  they   didn't?     By 
the   way,    in    1979  Mountain    Bell   paid   property   taxes  amounting   to   $60,000 
to  the   City  of  Helena,    $163,000  to  our   School    District,    and   $49,000  to   Lewis 
and   Clark   County.      The   methodology  of  your   report   would   support   heaping 
that  burden  on   the   residential   and  commercial   taxpayer  as  well.      Its  little 
wonder   that   some   say   the   taxpayer  is  becoming  an  endangered   species. 

The  debate   is  not   unique  to  the  State  of  Montana.      A   solution  the   federal 
government   is  using   is   reflected   in   the   recent  construction  of  a   federal 
building   here  in    Helen'a.      The   building   is  privately  owned  and   leased  to 
the   federal   government,    and   pays  taxes.      In    1979  it  paid   nearly    $20,000  to 
Helena,    $5<t,000   to  the  School    District,    and    $16,000  to   Lewis   &    Clark   County. 
Should   the   taxpayers   of   Helena   have   to   take   this  on    too? 

Of  course,    this   is   absurd,    but    I    trust   you   can    see   how    it   challenges   the 
foundation   of  your   conclusions? 
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ERRORS    AND    OMISSIONS    IN    ADDRESSING    HELENA'S    ARGUMENTS 
The   report  absolutely  missed  the   mark   in   the  claim   that  the  mill   levies 
from   Table   8  prove   that    Helenans   have   not   suffered  any    fiscal   damage  from 
state   installations.      It   is  a    simplistic   response  to  a   very  complex   issue  and 
reflects  a    lack  of  understanding  of  the  evolution  of  Helena's   fiscal    structure 
during   this  period,    as  well   as   shifts   in    service  levels  and   priorities.      During 
this  time   Helena   made  a  major   shift   from    property   tax   to   user   fees   in 
utility   services.      Furthermore,    stringent  cost-control   measures  have  been 
taken   to  hold   the   line   in   general    fund  expenditures.      I    am   leaving,    for  the 
use  of  the  committee,    copies  of  our    1972-73  and    1980-81    budgets  in   the 
event   you   decide  to  really  examine  this  matter. 

In   referring  to  certain  conclusions  or   implications  from   economic  theory 
regarding   the   fairness  of  tax-exempt   property  as   it   relates  to  local   service 
providers,    the   report   neglected   to  mention   the   significant   volume  of  literature 
on   the   subject.      In  a    recent  major   study   prepared   for  the   U.    S.    Advisory 
Commission  on    Intergovernmental    Relations,    entitled   "An   Examination:,  of 
Payments    In-Lieu  of  Taxes   for    Federal    Real    Property",    the  parallel   problem 
at  the   federal   level   is  examined.      In   addition   to   recommending  an   improve- 
ment of  the   federal   inventory  of  real   property   in   the   U.    S.    and  congressional 
authorization    for  a  comprehensive  system   of  payments   in-Iieu  of  taxes  or 
the  authorization   for   state/local   taxation   of  federal    real   property,    the   report 
also  recommends   state  enactment  of  either  a  comprehensive  system  of  payments 
in-lieu  of  taxes  or   full    local   taxation   of  state  owned   real   property.      The 
following   is  a   direct  quote, 
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"The   Commission    finds   that   the   state  programs  which  do  compensate 
local   governments   for   the   real   property   tax    immunity  of  state  owned 
property  are,    like  those  of  the   federal   government,    typically  of  a   patch- 
work  nature  and   lacking   of  any   guiding   principle   for   uniformly  determing 
the   level  of  a   payment.      Accordingly,    the  Commission    recommends  that 
each    state  examine   its  own   real   property   tax    immunity   and  consider 
authorizing   programs  designed   to  fully  compensate   local   governments  for 
the   revenues   lost  due  to  the  exemption  of  state  owned    real   property."   p.    57 


In   the  autumn    1975  issue  of  State   Government,    then   Governor   Patrick  J. 
Lucey  of  Wisconsin    (now   a   vice-presidential   candidate),    described   the  Wisconsin 
program  of  state   payments   to   local   communities  affected   by    state  facilities. 
According   to   Lucey,    the   Payments   for  Municipal   Services    (PMS)    program, 
recognizes  that   property   taxes   in   some  communities  are   inflated   because 
essential   services   have  to  be  provided   to  tax-exempt   state  property. 

The   following  quote   from   an    NCSL  State   Legislative   Report  on    "tax- 
exempt   property",    speaks  directly   to  the  nature  of  the  problem   as   it 
relates  to  State   Capitols. 

"State  capitols,    with   their  concentrations  of  state  property  and   state 
employees,    place  particularly   heavy   burdens  on   the  capitol   cities'   property 
tax    systems.      A   recent   survey  conducted   by   the   National   Conference  of 
State   Legislatures  and   the  Connecticut   Office  of  Legislative   Research   found 
nine   states  which   provide   special   compensation   for   the   capitol   city.      Six 
states   reimburse  these  cities   through  a   general  compensation   program. 
Kentucky,    Maryland,    New   Jersey,    Pennsylvania,    Texas  and  Vermont  authorize 
special   payments  to  the  capitol   cities  based  on   service  costs,    while 
Wisconsin   and  Virginia   have   general   service  cost  compensation   programs   for 
all   municipalities.      Maine   reimburses  all   municipalities  at    1972  tax   rates  for 
space  acquired   for   state  offices,    and    Nevada    reimburses   municipalities  based 
on    loss  of  tax   revenue.      California   shares   25  percent  of  receipts   from   state- 
owned   privately-occupied    land   with   Sacramento.      Both    Nebraska  and   New 
York  enter   into   lease-purchase  programs  with   local   governments.      New  York 
conducts   three  different  compensation   programs  which   benefit  Albany,    including 
the   lease-purchase   program.      Albany  also   receives   "municipal  overburden   aid" 
based  on  percentage  of  tax-exempt   land  and   is  allowed   to  charge   for  certain 
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Tax    exempt   state  installations  do,    in   fact,    require   the   provision  of  basic 
services  by   local   government,    and   without   some  mechanism   for  cost   recovery 
from   the   state,    the  other   sources  of  local   revenue  will    have  to  pay   for 
their  own    services  as  well   as   subsidize   tax-exempt  properties.      We  have 
already   provided   the  committee   with   information  on    requests  for  police 
and   fire  services   from   state  property.      To   refresh  your   memory,    I    can 
quickly   summarize   it. 

Our   records   indicate   that  we  answered    9  fire  service  calls   in    FY    77, 
19  calls   in    FY    78,    and    11    calls   in    FY    79.      For  police   services,    the   City 
of   Helena    responded   to   '16  calls   in   FY    77,    53  calls   in    FY    78  and    57  calls 
in    FY    79. 

METHODOLOGICAL  ERROR 

The   report   used  a   broad   definition  of  benefits  and  a   narrow   definition  of 
costs   when   comparing   the   two.      All   of  the   tax-paying   households  and 
businesses  the   report   used   in   calculating   the  benefits  of  state  government 
require  services  that  necessitate   incurring  costs.      Your   report   left  these 
costs  out  of  the  benefit-cost  calculations.      This  glaring   error   in   the 
methodology    results   in   the  wrong   answer  to  the   key   question   you   are  asking. 

It   is  not  our   pi:,  pose  here  to  write  a   treatise  on  all   of  the   inequities  or 
inefficiencies  of  the  property    tax,    nor   to   frame  broad   new   alternatives  to 
take  its   place.      Our   purpose  is  to  examine  the   fiscal   inequity   the   state 
imposes  on   local   units  of  government   by    forcing   us   to  provide  tax- 
supported    services   to   tax   exempt    state    facilities.      There's   nothing   myster- 
ious about   it.      State   facilities   require  and   use  these   services   and   they  don't 
pay    for   them.  H_o 


The   most  basic  way   to   insure  that    state-owned   property   pays  for  the 
services  it  recieves  is   to  allow    local   government   to  establish   a   user 
charge   for   the   service  based   upon   property  tax   assessments.      We 
favor  a   "fair   share"   approach   to  payment   for   services   rendered   to  state- 
owned   property   by    the   local   jurisdiction   based  on   the   local   government's 
tax   effort  for   the   service  related   to  the  value  of  the  property   recieving 
the   service.      We  have  proposed   this  approach   for  the   last   several   years 
J    need   not   restate  the   method  of  calculating   the   "fair   share"    service 
charge  at   this   time.      Your  committee   has   reviewed   the   "fair   share" 
method  at   every  committee  meeting   you   have  held   to  date.      1    might 
point  out,    however,    that   this  formula   is  currently   used  by  the  City  of 
Helena   to   price  the  cost  of  providing   fire  protection   services  to  state- 
owned   property   located  outside  the  city   limits.      The   state  of  Montana 
has   accepted   this   service  charge  approach   in   this  instance.      We  think 
this  approach   is  appropriate  and   can  be  applied   in  a   simple  and  direct 
fashion   to  state-owned   property    recieving   police,    fire  and  other  un- 
compensated municipal   services  inside  the  city   limits. 

Another   interdependent  'approach   which  could   be  pursued   by   the 
Legislature  together  with   the  "fair   share"    payments   for  municipal    services, 
is   to  authorize  alternative   revenues  that  could   be  imposed  after  a   vote 
of  the  people  of  the   local   taxpaying   jurisdiction   to   reduce  the  burden 
that    the   local   property  tax  must  carry.      The  authorization  of  more 
broadly   based    local    taxes   such   as   a   payroll   or   income   tax   as   a    supplement 
or    substitute   for   the   property    tax   would   help   us   spread   some  of  the 

financial    burden   now   borne   solely    by    local   city    taxpayers. 
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RECOMMENDATIONS   AND    CONCLUSIONS 

The  key   point  of  this   testimony   is   to  help   you   recognize  the  fiscal 
inequity   of  the  present  arrangement  and   to  consider  means  of  correcting 
this   unfortunate   situation.      Much  of  the  analysis  contained   in   the   report 
is  useful  and  can   be  drawn   upon    in   your  consideration  of  various 
corrective  measures;    however,    the  Western    Analysis   report  can   be 
dangerously   misinterpreted  and   put   to  inappropriate   uses   in   attempting 
to  address   the  fundamental   policy  questions  with   regard   to  whether 
local   taxpayers   should    subsidize  the   state  of  Montana   in   the   form  of 
lost   revenues  and   uncompenstated   services  delivered   to  and  caused 
by  the  existence  of  large  concentrations  of  state-owned   property  within 
their    local   taxing   jurisdiction.      Despite   the  degree  of  positive  or   negative 
economic  benefit  to  the  jurisdiction   related   to  the  existence  of  the 
state  owned   property,    the   lost   revenue  and   uncompensated   services 
subsidy  must   be  considered. 

I    believe  that   the   report   does   not  offer  a  plausible      rationale  for 
avoiding  the  question  of  who   should   bear  the   burden  of  paying  for 
the   services  to  state-owned   property   now   provided   totally   by   local 
governments  at  no   cost   to  the   state. 

We   believe   the  state   should   adopt  a   policy  and  appropriate   the  requisite 
funds   to  pay   for   the   property-related   services  provided  to  state-owned 
property.      State-owned   property   need   not   have  a   responsibility   for 
the   entire  public  finance  of  municipalities   -      but   it   must  pay   for   the 
services   it   recieves. 
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We   respect   the   goals  of   fiscal    responsibility  and    restraint   which  you  must 
have   in   confronting  this   issue.      Local   elected   officials  also  shoulder  that 
same   responsibility   very    seriously.      We  urge   that  you   recognize  the  realities 
of  the    inequitable   situation   which  exists   today   and   take  steps  to  move  in 
the  direction  of  improved   equity   in    relation   to   local    service-providers. 
Yours   is   not  an   easy  task  but  one  that   is   long  overdue.      I    urge  you 
to   recommend   these  two  approaches  to  the   U7th   Legislature. 
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